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Company profile and listory, and an overview
of Santos' vision, strategy and values.

FOOT operaving and Granciel highlighs &
Key results for 2007 and thiee-yesr
performance.

™

mada of the growth svravegy

Milestonies that detivered on the growth strateqy
during 2007 and share price performance.,

Sesig performande with eueiting outioak 4
Chairman Stephen Gerlach comments on
Sentos’ performance in 2007,
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Managing Ditector John Ellice-Flint reviews

a year where Sanios put.in place some critical
pieces of its growth strategy.

A sound eperating performanca 8

Chief Financial Officer Peter Wasow puts the
numbers in parspective and explains the 2007
financial results.
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Summary of how the year was reporied

through cantinuous disclosure.

Qs fve strategic
growth areas

Locations of Santos” global exploration,
development and production activities,

Start-up of Gyong oit production,
progress in Vietnam, and new entry
into India and Bangladesh.

Producton stetivties 30T 3
Summary of production results for 2007,

Sesttinabiley 2

Sustainability framework, policies,
systems and activities, including safety
and environmental performance,
employees and communities,

Rezarve: stanmuas 2007 13

Summary of reserves movements in 2007

LING projects 14

Santos’ transformationai Gladstone LNG
project and progress on Darwin LNG and
PNG LNG.

Eaevarn Auss

s gas 1O

New contracts and the changing eastern
Australia gas market. which is providing
export opportunities.

Caaper Bawn off §8

Drillieig and production results from the
Cooper Bastin Oil project in 2047 and change
of focus for 2008.

Wieders Austradia odf and gas 39

Rising gas demand and prices, progiess on
the Reindeer development, and Mutineer-
Exeter oit production. -
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Sales ($milliony

Operating profit befora tax {$mitlion)

Cash flow from operations {Smillion)

2,750.3 (10)

8010 .2 BREL)

1,550.3 (22)

Earnings per share {cents)

Gedivary dividends per share (renisj

Cash flow per share (cants)

689 1028 (33

e

Totalharcholdors funds (Smillon) 3,3105_ 3,385 (D)

Returr on average ardinary equity (%) 15.2

felumn on average capital employed (%)

106 151 (1

?{;t-deh’r,/(net debt plus eqmty)(%)

Net interest cover {times)

.64 302 A
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After record production and profits in 2006,
Santoes produced ancther solid perfonsance
in 2007,

Production was in {ine with quidance for
the third successive year at.59.1 mmboe,
althourgh 3% lower than in 2006,

Net profit after tax of $441 million wis 3%
lower than 2006, reflecting the decline in
hiygher margin ofl production, the increasing
contribution of tovar margin gas in our product
mix, 11sing indusiry costs leading to higher
depraciation and depletion chargas, higher
taxes, and a strong dollas.

e . N
LU HTICQ DETIOrING I

Against Lhe backdrop of a volatile share
market, Santns was one of the hest performing
stocks among leading Australian coinparies
in 2007, with a strong gain in the share price
and healthy dividends resulting in total
shareholder return of 48%.

Share market szntiment toward Santos
was influenced by several factors including
rising world energy prices, a realisation
that Santos was strateqgically poised to

be a major banaficary of the removal of
the 15% shaieholding restriction, and the

Solid performance
with exciting outiook

announcement of our intention to constitct
2 LNG plant at Giadstons in Queensland.

The Board of Directors declared a finat dividend
of 20 cents per share. With the eadlier interim
payment maintained at the same leval,
shareholders received a full-year dividend of 40
cents per share - unchanged from 2006,

Fivady yaar iow suniegy

For Santos, 2007 marked a pivotalyearin
the irplementation of cur strategy to gain
exposure to global prices for our targe-scale
resources, which we expect to transform the
Company through significant volume grovwth
and margin expansicr.

Itis now evident, that sufficient. coal seam
gas exists in eastern Austratia for Santos to
develop a targe-scale {NG export; business,

The er=ation of this export channel will
underpin a fundamental shiftin the value
of Santos” eastern Australia gas resnurces
#s the gap between Asian and domestic
energy prices closes,

Santos was the early mover in recognising
and capturing this opportunity, and has
positianed itself by amassing a {arge, high-
quality coal seam gas resource position and
by leading the development of an export
LNG project at Gladstone.

fn Asia, Santos continued to build a portfolia
of growth epportunilies in new markets
including Vietnam, tndia and Bangladesh, as
well as expanding our interests in Indonesia
and Papua New Guinea.

SN permar beannt Bureag byeaadn
Cfrrerkay buy-buek

Santos completed an off-market. buy-back
tender for approximataty $300 million of
ordinary shares in June 2007. The initiative
reflected our significant franking credit
batance and the Boaid's view that the
Company’s shares were being undervalied
by the market.

Directars were delighted with the results of
the buy-back which saw us acquire 4.1% of

ourissued capital at the maximum discount
of 14% to the pravailing market price.

Sharehoiding rsrriction o g

In November 2007, and at our request,
the South Austratian Parliament repeated
the legistation which restricts any one
shareholder from having an entitlement
to more than 15% of Santos’ sheres.

Batisving the shareholder cap is no longer
relavant, the Board was extremely pleased
with Lhis outcome, witich takes effect on
28 Novemsber 2008. The cap’s removal wilk
wark an exciting new era for Santos as it
pursues its many growth initiatives.

Sfewrio mudilow indident

While the mudfiow from the Siduarjeo incident
in East Java continues, there wera 3 number
of positiva developments during 2007,

These include general containment of the mud
within the exdsting dyke system, establishment
of the Sidearje Mud Mitigation Agency,
continged active support and funding by the
Government of Indonesia for relief offorts and
infiastruczore replacement, a reduction in the
rumber of refugees affected by the incident
and a recent decision by the Sosth Jakata
District Courtin respect of responsibility foi
the incident, which was in favoyr of all
defendants, including Santos Grantas Pty Ltd.

AL the Board vabis

The appointment of Mr Kenneth Borda in
February 2007 was the only change to the
Board of Directors during the year.

#Mi Borda, 55, has extensive international
business experience and was formerty CEQ -
Middle East and North Africa of Deutsche
Bank, based in Dubai.

On behalf of the Directors, 1 again thank
everyone at Santos for their continiing
commitment to protecting and advansing
the interests of shareholders,

3
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Many critical pieces of Santos’ qrowth
strategy were put into ptace during 2007,
This strategy is allabout gaining exposure

to glabal prices for our large-scale resources,

The international trends for the oil and gas
industry ave becoming increasingly clear and
Santos is well posioned to capitatise on them,

Uniprecedented global econuomic growth,
inctuding the industrialisation and

i banisation of Ching and Tidia, will
enatinue for several decades as billions
of people aspire Lo & betier way of life.

This growth is energy intensive and is causing
a step change in energy demand and pricing.
Where will this energy come from? Ire what
forms? Over what timaframe? These issuas
ara not yet resolved.

Fhe world is increasingly refiant on less stahle
aress for energy supplies. About 90% of new
primary energy production is projected to
come from transitioning and developing
economies, up from 60% in the previous
three decades.

Inthis regard, Australian energy supplies
are increasingly szen as lower risk,

The potential to substituts coal and nuclear
power for oil is limited by greenhouse

qas impacts, environmental regulations,
resource issues anvd voter npposition.
Inthis environment, natural gas is
increasingly becoming the tuet of choice.

‘Io meet the growing levels of demand, the
ail and gas industry is investing heavily in
snconvertional technolngies. 0il sands, roal
searm gas and tight gas are rapidly becoming
the matnstrerm as higher oil and gas prices
sender them economic.

Consistent with these trends, globat demand
for LNG continues to expand. Asian demand

for LNG imports is predicted to grow by 85%
over the next tive years, while LNG imports to
the United States incieased by about 35% in
2007 alone to meet the shortfatt in demestic
gas production.

NG, which is marketed globally at prices
linked to oil, has seen recent contract prices
of more than four times the prevailing price
of gas in eastern Australia.

Stiegy W mam growing anargy semiid

Santos’ strategy and portfolio fit these
trends. As Australia’s largest domestic gas
producer, Santos has the scale. expertise
and cash fluw necessary to take our business
to the next level.

Spacificatly, we intend to:

»  Provide reliable LNG experts and grow
our LNG portfolio to greater than 50%
of our total production by 202G, thiough
an industry-leading project at Gladstone
in Queensland, the expansion of Darwin
LNG, and Papua New Guinea's first
LNG project.

e Maintain our leading positionin
unconventionak gas in Australia, Santos’
roalseam gas reserves in Queensland now
exceed out conventional gas reserves from
the Cooper Basin, in additfon to the tight
gas potentialin the Cooper Basin. Santos”
Gladstone LNG project will be the woild's
first large-scate project to convart
unconventional gas to ENG.

»  Continue to build our business in Asia,
with our recent entry into Vietnam, India
and Bangtadesh adding to cur positien in
Indonesia and Papua New Guinea.

At a time when exploration and production
companies are finding reserves difficult to
replace and growth hard to achieve, Santos

has built a portfatio which can quadruple the
size of is reserves base in the next decade
from already captured opportunities.

The next few years promise to be exciting
for our shareholders, employees, custamers
and pastners as we realise our vision Lo be
a leading energy comparny in Asia,

Sufay inproved

Santos improved safety during 2007 by
successfully implementing new standards
an process safety and achieving a reduction
in the rate of injuries to employees and
contrackars.

Injury rate as measured by total recordable
case frequency rate Tell by 17%to 5.3 in
2007, This performance improvementin
2007 was an excetient achievement and a
reftection of the hard work putin by many
people across the Compariy.

Our safety systems and performance were
recognised during 2007, with Santos winning
four of the six categories at the Self Insurers
of South Australia safety awards and two
awards al the Safe Work SA swards, including
Employer of the Year.
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Santos has an extensive work program
planned for 2008 and fs grojecting a record
number of wot k-hours for employees and
contractors. We are challenging the
oiganisation to target its best totat
recaordsble case frequency rate performance
wilh a Latgel of less than 4,8 in 2008, thal is
4.8 injuries for every million hours worked,

Sesied oporsional parformenes

Santos' operating performance in 2007 was
sound and, white our production volumes
were down, they were in line with our
guidance. The lower profit reflects these
lowver volimes, industry cost pressures which
are impacting expected future development
costs, and higher taxes.

Earnings hefore interest, tax, depraciation,
depletion, exploration and impairment
expenses ot §1.7 billion were 19% lower
than in 2066,

Net profit after tax of $441 million was
advarsely affected by the cost factors being
feit across the industiy.

Our average gas price received increased by
&% to $3.95 per gigajoule. A 19% increase in
the United States dotlar oil price was offset,
by the stronger Australian dollar exchange
rate. In Australizn dollar terms, the oil price
of 592,10 was 3% above 2006.

DY e seae gavaar P
LRIV ROV vV, W JOEY

Santas is entering a period of unprecadented
teserve growth fram discavered resources,
much of which the Company has captured
early and at low cost.

Our cantingent resousce base, which
lias grown to 2.6 billion boe, or riughly
15 trillion cubic feet of gas, is mostly
pointed at LNG oppoitunities.

S

Santos” Proven plus Probable {2P)

year-end reserves increased to 879 mmboe,
representing a reserve reptacernent ratio

of 178% for 2007 and a three-year rolling
average of 234%. This places us within the
top quartile of our peer companies globally.

The rate of replacemant is only half the story.
The cost of replacement is pechaps even more
tmportant. Over the past four years, we have

been sble to reduce the cost of 3 replacement
barrelto around $13. from about $17 in 2094,

Our reserves and production leadesship
provide the apportunity for step changes
in both the pricz and velume of sales we
can deliver into Asian markets.

Giadsions ING she inflamion poiny
Santes” traditional focus has heen on
the domaestic Australian market, where
we are the Wrgest gas producer. Our
strategy for the future is to sell our
products in Asia at higher prices, where
demand is growing strongly.

Coal seam gas is the driver of this
transformationat strategy and Gladstone
LNG is critical to this process, Htcreates
a value uplift point by directing our coal
seam gas into LNG export marksts.

The substartial price difference between
castern Australia and South Fast Asia gas
prices is unsustainable, especially 95 demand
in both markets is rapidly increasing and there
is now sufficient gas to make export viable.

Santos is clearly not the only company to
recogmise the potontial of exporting coal
seam gas but does have the leading position
among potentiat east coast LNG producers,

We have & large and growing reserves base,
a freshotd site to build the 1NG plant and
our propusat has been designated 2
Sigrificant Praject by the Queensland
Gover nment - the only proposed LNG
praject to have this status.

Ulnited Guarss Masingns dhasieg

Santos Finatised the sale of its United
States business in July 2007, entering into
agreements to sell these exploration snd
production interests for appraximately
HS$70 mitficn.

The decision to sell the United States
business was pai t of Santos’ broader
strategy of focusing our international
business in Asia: the region where our
gealngic knowledge, experience and
notworks are strongest and where enerqgy
demand is growing faster than anywhere
else in the world.

WY RN L R
JOVRREES

Santos has placed sustainahbility at

the forefrant of all. corporate activity for
many years and has been a leader among
major Austratian companies in arguing for
immadiats and meaningful action to combat
climate change.

1In 2007 aur leadership in this area was evident.

Ve were a founding member of the Australian
Business & Climate Group, which comprised
nine teading companies from the resource,
energy, infrastructure and finance industries.

The group published a report recommending
the development of a naticnial climate change
response to address five msin elements:
global action, emissiors trading, complementary
measires, low emissions technelogy strategy
gnd an adaptation strategy.
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Santos also won the Australian Petroleum
Production and Exploratien Assodation’s
Environment Awsid. This award recognised
our five-year partnesship with university
researchers which has provided a valuable
insight. into how offshore exploration and
whiales can coexist.

We are also very proud of our new Santos
Centre in Adelaide which exemplifias
sustainable building design.

HMoomia Carbon Storuge progressed
Anather confirmation of our commitment
to environmental sustai nability was Santos’
continuing efforts to build public policy
support for carbon geosequastration
generally, and the Moomba Carbon Storage
project in partcular,

The extensive gas processing, storige and
transport infrastructure of eastern Australia
has the potentialto play a critical role in
Australia’s response to'climate change.

Since 2006, Santos has been incubating
Moomba Carbon Storage - 3 project that
woukd tiansfurm Moomba from an iconic
piecs of Australia’s energy infrastructure
into a practicat and world-teading climate
change facility supporting clean energy
throughout eastern Austrabia.

Santos is continuing to discuss the project
with a range of stakeholdars, including fedzral
and state governments, and relevant industry
participants, including power generators,
pipebners and infrastructure funds,

rniioak fer unpretedaniad groanh

Santos has a rich suite of LNG opportunities,
from new projects in Papua New Guinca and
Gladsione, to expansions at Darwin and

explisration opporiunities in the Browse
Basin and [ndonesia.

J 3 §‘
Developing these resources, and the export
facilities necessary to monetise them, creates
a new set of quality investments for Santos,
The richness of our emerging develupments
is a distinguishing characteristic as we move
into the tast part of this decade,

NHHnHniatt

L
L

Inthe immediate term, the production
vutlook for 2008 is for 56-58 mmboe,
warginally down on 2007,

Volume gains from attractive development
projects, such as Henry and Kipper in
Victoria, Reindeer in Western Australia and
Chim Sao in Vietnam, with arrest this decline
as we build momentum toward a step change
in cash flow growth.

We look forward to a return to production
growth in 2008,

There will be g steady flow of important
milestones that will act as catalysts for the
Company as our growth prospects mature,

Dver the tonger term, no other company has
the breadfih of resources potential. nor is
better placed to develop them, than Santus.
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Totsl sales revenue for the 12 months to
31 December 2007 was $2,489 million,
down 10% on the record $2,75C million
achieved in 2006,

The lower revanus reftects a 3% decling in
production volumes of 58.1 mmboe and a
15% appreciation in the Australian--US doltar
exchange rate, partiatly offset by higher
commodity prices.

P

Higher commaodity prices were evident across
Santos’ portfotio, with the average gas price
increasing by 6% to $3.95 per gigajoule.

A 19% increase in the US dollar oil price
was offsel by the stronger Australian doliar
exchange rate. In Australian dotlar terms,
the oil price of $92.10 was 3% above that.
of 2006,

Frocoction fonsvs and feihugl

Unit production costs of $7.59/boe were
18% higher than in 2006, reftecting the
start of production from Oyong, and Maleo
and Darwin LNG producing for the full year.

tn addition, cost increases primarily
resulted from industry cost pressures,
increased trucking costs relating to the
Moonie to Brisbane pipaline failure and
higher Bayu-Undan costs resulting from
tha total plant and pipeline shutdown.

The cash margin per boe sold, or netback,

of $30.80 per boe was 6% lower than in 2006,
reflecting the higher production costs, higher
amounts of Petroleum Resources Rent Tax and
the commencement of Additional Profits Tax
for Lthe Bayu-lndan field,

Daprnsiviion and depletion
Depreciation and depletion expense

of $12.84/boe was 13% higher than
2006 as the benefits of reserves additions
were autweighed by higher future
development costs.

The uxpense alsa reflected a full year of
producton from Casino, Darwin LNG and
Maleo, the start-up of Qyong production and
the acquisition of Santos’ Bangladesh interast.
Neow prostiy afver o

Net profit after income tax dacreasad

by $201 million Lo $441 milbon and

earnings per share decreased by 33%

to 68.9 cents,

Sineh floaw wned Delnian cheet

Oparating cash flow remained strong at
$1,214 million, although 22% below 2006,
as a resull of decieased sales volumes and
increased payments for royalHes, exdse,
Petroleurn Resources Rent Tax and income
taxes, partly affset by higher product prices
and lower payments o suppliers,

Met debt of $1,806 miliion was 5446

rillion higher than at the end of 2006,
primarily as a resull of the $300 million
chare buy-back undertaken during the year,
acquisition activity and capitat expenditure.

Santos' net debt/net dabt plus equity ratio
increased from 30.2% in 2006 to 36.4% at
Lhe end of 2007,
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2 New $90 milion Newmont gas supply contract awarded

Santos (86 supptementary hidders statement and extension of offer

2006 Fourth Quarter Activities Report

Sentos proposes new superior transaction with QGC

+ Catdita-2 drilling update

Indian exptoration acreage awarded

Santos submits formal *superior” offer to QGC Board

New General Counsel and Company Secretary appoiited

Intaernationat banker appointed to Board

Santos confirms it will not preceed with offer for QGC

2006 Full Year Resulks: underlying net profit a record $683 million, up 7%
Managing Director remuneration arrangements

2006 AnnuslReport, Sustainahility Report and Notice of Meeting released
- Commencement of PNG LNG ple-frunt-eud engineering study

2007 First Quartes Activitles Report

- Longtom contract finalised

Couth Aushration Govevnmant revice of 1% sharcholding cop

¢ 2007 Annual General Meating

5300 million off-market buy-hack aanounced

v Cooper Basin ethane contract with Qenos axtended

: Off-market buy-back booklet released

» Moomhba Carbon Storage demonstration project

Santos lodges submission Lo South Austratian Government shareholding cap review
Qff-market buy-back successfully completed

New Executive Vice President Growth Businesses appointed

Santos setls its United States interasts

Multi-biton dollar Gladstone LNG project proposed

2007 Secand Quarter Activities Report.

Sanlus interest in Bayu-Undan develspement increased

Maonie to Brisbane pipeline incident

i Commencement of front-end engineering and design for Reindeer Field

¢ 2007 [nterim Resuits: underlying net profit after tax of $3¢5 million

. Santos discussions with South Australian Government seqarding 15% shareholding cap
First oil From Oyong development

- South Australian Gevernment: dacision to remova Santos 15% sharcholding cap
2007 Third Quarter Activities Report

Santos acquires interests in Bangladesh

Matineer-13 drilling result,

South Austraian Partinmentary approval of 15% shareholding cap removal
Henry gas project sanctioned

¢ Kipper gas project sanctioned

Mutineer-Exeter production update

_ Indonesian court dedision ragarding Banjar Panii-1 well indident

Dates shown are when announcements
wara made to the exchanges where Santos
shares are Hsted: the Australian Securitias
Exchange (ASX) and NASDAQ.

As part of Sautes” continuous disclosure, the
Company infoims the market of information
that may atfect the Campany's share price.
All material announcements disclosed to the
ASX are published an Santos” website,
www,santas.com.

The Santos website provides an emaiiatert
facility where people can register to be
notified, free of charge, of Santos’ News
Announcements via email, as well as an
RSS fead which allows peonle to view these
anncuncements using RSS reader suftware.

b
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Production statistics 2007
Total 2007 Tatal 2006 Totat 2007 Tetal 2006

Feld units mmboe Field units  mmboee Field units mmboe Field units mmboe
Sales gas, ethane and LNG (P} Condensate ("000 bbls}
Conper 94.7 16.3 109.2 18.8 Cooper 1,495.1 14  1,6189 1.5
Surat/Bowen/Denison 34.9 6.0 9.4 5.3 Surat/Denison 33.2 0.0 24.0 0.0
Amadeus 13.1 2.2 12.7 2.2 Amadeus 87.2 0.1 58.0 0.1
Otway/Gippsland 30,1 5.2 26.3 5 Otway T ar7.4 0.0 23.2 0.0
Carnarvon 30.6 5.3 31.7 5.4 Cararvon 441.0 0.4 4246 0.4
Bonaparte 15.1 2.6 13.3 2.2 Bonaparte 1,1518.4 1.5  2.384.4 2.3
{ndonesia 19.4 3.3 6.8 1.2 Bangladesh 0.4 0.0 0.0 0.0
Bangladesh 1.2 0.2 0.0 0.0 United States 65.4 0.1 124.2 0.9
United States 2.9 0.5 6.1 1.0 Total preduction 3,768.1 3.5 4,657.3 4.4
Yokal production 242.0 41.6 235.3 40.4  Totalsales volume 3,926.0 3.7 46239 4.3
Total sales vobime 239.4 41.2 254.8 43.8 Totalsales revenue (Smillion) 330.1 397.3
Total saies revenue ($million) 944.1 944.2

LPG ("000 1)

Crude ofl ("000 bbis) Cooper 165.2 1.4 200.6 1.7
Cooper 3,324.4 3.3 34551 2.5  Surat/Denison 2.1 0.0 0.0 0.0
Surat/Lerison 60.8 0.1 66.8 0.1 Bonaparte 76.2 0.7 106.3 0.9
Amadeus 151.8 0.2 134.3 0.1 Total production 243.5 2.1 306.9 2.6
Legendre Igrl 0.4 462.0 0.5 Totalsales volume 248.6 2.1 204.0 2.5
Thevenard 3911 0.4 390.4 0.4 Totalsales revenus (Smillion} 177.5 206.8
Borrow 679.0 0.7 687.5 0.6
Stag 2,337.8 2.3 2,768.9 2.8 Total
Mutinaar- Exater 3,687.8 3.7 4,Baut 4.9 Produchion {mmboe) 59.1 61.0
Elang-Kakatua 76.5 0.1 160.8 0.2 Sales volume {(mmboe} 58.2 G4.1
Jabiru-Challis 148.6 0.1 157.1 0.1 Sales revenue” (Smitlion) 2,488.5 ?,750.3
Indonesia 418.7 0.4 111.6 S T - e
SE Gobe B04.7 0L 261503 biutiet e rtimsin e somracts dus o change i statsimyacoininy
United States 18.8 0.0 38.6 0.0 disclusures.
Total production 11,507.1 11.9 13,570.7 13.6
Total sales voluma 11,257.1 11.3 13,452.2 13.5
Total satss revenue {$million) 1,036.8 1,202.0
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Sales gas
{incl. ethane & LNG) Crude oil Condensate LPG Totat
PJ mmbbl mmbbl ‘GO0 tannes mmboe
Reservas year and 2006 3,944 75 43 2.805% 81%
Production 242 12 .4 -243 50
Additions t51 16 4 330 117
Acquisitions/divestinents 13 1] 0 0 2
Estimated reserves year end 2007 4,271 79 43 2,082 R79
Frovan phus Probable rezerver Sandos sh Ly aren
Sales gas
{incl. ethane & LNG) Crude oil Condensate 1.PG Total
Area P mmbhbl mmbbl, ‘000 tannes mmboe
Cooper Basin 783 39 i1 1,560 197
Onshore Northern Tervitory 113 2 1 0 23
Offshore Northern Territory 325 0 20 1,011 84
Lastern Queensiand 1,667 0 0 14 287
Southern Australia 404 0 5 397 Ty
Carnarvon Basin 768 34 6 0 171
Papua New Guinea 0 1 0 Q 1
Indonasia 187 3 0 0 15
Bangladesk 24 0 0 0 4
Total 4,271 79 43 2.082 879
Rararvas {8 )
{mmboe}
Year end Acquisitions/ Year end
2006 Production Addilions divestinents 2007
Provarn (1P) reserves 4461 -59 100 3 485
Proven plus Probable (2P) 1eserves 814 -59 117 2 874
2C Contingent Resources™ 2,248 0 359 -12 2,595

* ‘20 Cuntingent Resoitroes’ were previoust; czlled ‘best estitrate resources’. The nume has been chianged to be consistent, with the upduted SPE/WPC/AAPG/SPEE Guidetines

issiied in March 2007,

efining renerves

Santos has in place an evaluation and
reporting process that is in Une with

irternational industry practice and conforms

with the Patroleum Resource Management
System (PRMS) published by Lhe Sodety of

Petrobaum Engineers (SPE), World Fetroleum

Council {WPL), the American Assodation of

Patroteum Geologists (AAPG) and the Sociely

of Petroleum Evaluation Enginears (SPEE),

Reserves are defined as those quantities
of petroleum which are anticipated to be
commerciatly recovererd fram known

accumulations from a given date forward.
Santos reports reserves net of the petroleum
required for processing and transportation
to the customer. Reserves reparted are
based on, and accurately reflect, inforemation
compiled by full-time employees of the
Company who have the requisite
qualifications and experience prescribed

by the ASX Listing Rutes.

o 3% Lirened Mesevicing mevioorw
axredly sudinsd booking prdcas

In excess of B0% of Santos” year-end 2007
reserves and confingent resources were
audited by independent expeits, Gaflney

Cline & Associates {conventional assets)
and Metherland Sewell and Associates (coal
seam gas sssels). The auditors found that:
‘Based on the outcomes of the audits of
Santos” major assets and our understanding
of the estimation processes employed by
Sarntos, we are of the opinion that, in
aggregate, the total volumes summarised
in the Santos summary table repiesent a
reasnnable estimate of Santos’ December 31,
2007 reserve and contingent resources
position.’
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Booming demand for LNG

Gladstone LNG

PNG NG

Darwin LNG expansion

Santos’ plan to build an ENG businass from its
eastetn Avstralia coal seam gas resources is
a transformational initiative.

The $7 bittion Gladstone LNG project
augments Santos’ leadership position in
the domestic Austratian gas markek and is
the lzading proposal to export. Queensland
gas Lo woild markets,

Gladstone |.NG sits strategicatly with Santos’
other LNG initiatives in Jarwin, Papua New
Guinea and, potentially, in the Browse and
Kutei Basins in Wastern Australia and
Indonesia respectively.

Over the past. five years, the giobalE NG
markel has changed dramatically, with the
terms of trade now much more favourable
to producers. Betwaen 2000 and 2302,
contracts to selt LNG to China enabled

the development of severat major projects,
but at prices near historic lows,

Tha rising prices of recent years, accompanied
by the stronger inkages of world gas and oil
prices, means Santos is developing its ING
projects at the right time,

The announcement in 2007 of Santos’ plans
for Lhe Gladstone LNG plant represented the
culmination of five years of effort in building
the Comparny’s coat seam qas business.

Strategic, incremental acquisitions of acreage
in the Fairview, Scotia and Roma dieas in
Queensland and in the Gunredah Basinin
New South Wales now see Sanlos with licence
areas spanning mere than 30,000 square
kilometres.

Certified 2P resarves in Santos’ Queenstand
roal seam gas fields have inorezsed Lo more
than 1,600 PJ. With 3P reserves plus high-
side contingent resources of approximately
14,500 PJ, Santos’ focus is on appraisal
drilling, with 6CC wells planned before the
first shipment of LNG from Gladstone in 2014,

Santos has four vatuable coal searm gas assels
with 3 totalresource in the region of 50-70
trillion cubic fast of gas. This is enough gas
to supply all of Australia’s domestic gas
needs for at lzast 100 years.

It is this build-up of coal seam gas resources
that will enable Santos to make Gladstone
LNG a reality.

fri 2007, Santos acquired a freehold site to
build the Equefication plant, including future
expansions on Curtis [sland in the industeial,
Port of Gladstone, and the project was
awarded Signiticant Project status by the
Gueensland Government.

The project is on schedule to begin exporting
approximately 3 million tonnes of LNG each
year fiom 2014. Santos sees scope W increase
production to 10 million tonnes per year within
d few years of commencing LNG shipments.

Santos expects to award contracts for pre-
front-2nd engineering and design in April
2008 and front-end engineering and design
work on Gladstane LNG by the end of 2008,
enabling a final investment decision on the
praject by the end of 2009,

fnarennedd staka in vin LN

During 2007, Santos increased its share

in the ConucoPhillips-operated Darwin LNG
development from 10.6% to 11.4% as a resulh,
of 3 formal redetermingtion process.

Darwin LNG, the Company's first major LNG
investmant, which commencerd production
in early 2006, has been a vary successful
veriture for Saritos which is the only
Australian joint venture participant.

With the ongoing appraisal of sigrificant
gas resources in the region, Santos and its
partners are progressing plans Lo exparid the
Darwin plant with a second processing train.

In the Bonaparte Basin, the frigate
Deep-1 wetl witl be drilled during 2008,
targating qas 15 kilometres west of the
Tern field.

FING ING vl

The proposed PNG LNG development
made vary qood progress in 2007 within
the joim: venture and in moving through
reguiatory and approval processes with
the PAG Government.

The joirt verture, in which Santos currently
has a 13.8% share, anticipatas front-end
engineering and design will commence early
in 2008 and a final investment dedision witl
be made i 2009 to enabte first gas to be
exported by 2013.

Bxantobil will operate the project on
behalf of the joint venture,

Y%
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Santas’ stratogic opportunity

Serong rawrkey groweh

Gas demand growing strongly

T

Coal seam gas is emerging to fill market,
demand and provide export. mechanism

Otway Basin now a major gas
producing area

Recent yoars have seen a stgnificant
transformation of the eastern Australis
gas sectar, including:

= the near-term praospect of production and
export of LNG from Australia’s ¢ast coast;

» the emeigence of coal seamgas as a
large-scale, credibie and reliable source
of supply; and

* new pipeline interconnections which
have improved markat flexibility.

Along with these changes, domestic gas
demand is forecast to increase rapidly.

Gas is becoming the natural fuel of choice
for the next generation of pawer stations
in eastern Australia as concerns grow over
carbon emissions and water use associated
with coal-fired power generation.

Nutural gas fired power stations typicaily
emit. up to 60% less carbon dioxide than

a coal-fired power generator. In addition,

a wet coal fired power generator vsss 200
times the amount of water than an cquivalent
dry gas fired power generator,

Santos i$ in a strong competitive position
to be a prime beneficiary of these chanres,

The Compeny has & high quatity portfolio
of strategically important assets and
infrastructure, and is a low cost producer,
It has large uncontracted gas resources
in an envirenment of rising gas prices.

in coal seam gas, Santos” Fairview field rates
as une of the wor ld's best coal seam assets
arvf the Company is cantinuing to buitd on
its teading position in this sector,

Erer ounsy LNEG sifers high-value axpory
Santos” proposed Gladstone LNG project will
forever change the dynamics of the eastern

Australia gas market by providing an export

slternative for Incal gas production,

For some tima, Santos has expressed the view
that the low gas prices in eastern Australia
are not sustainable,

There rewains a staik difference between
Asian NG prices and Santos” average
raalised gas price, despite castern Austratia
gas prices increasing by approximately
40% aver four years,

There is a significant incentive for gas
prodizcers to sell into the high vatue LNG
market, while continuing to provide a stable
supply of gas domestically, Gladstene LNG
will pravide Santos with this apportunity.

s conureen in supply

Sanlos took several important steps in 2007
to strengthen its position in the eastern
Austrslia gas market.

The South Austratian Cooper Basin Producers
extended their current contract to supply
¢thane to Qenos. The extension means the
producers will supply up to an addidonat

56 PJ of ethane to Qenos’ Botany plantin
Sydney from late 2007 until the beginning
of 20153,

Santes alse executed conditional contracts
with Nexus £nergy to process and purchase
up to 350 PJ of gas and assaciated liquids
from the Longtom field in the offshorz
Gippsland Basin, Victoria, Gas production
and processing is estimated to start by
early 2GG9,

Toyether with its partners, ExxonMobil and
BHP BilliLlon, Santos approved the Kipper gas
project in Bass Strait for development, First
gas production is targeted for the Hrst hatf
of 2011, with gross gas production rates
commencing at approxi mately 75 TF per day.

Design and procurement of equipmant will
commence in 2008 with offshure construction
and installatien heginning in 2010. Follewing
start-up, Santos will take 70% of the gas
praducticn, which is twice its working interest,
for four years.

Santas, an behalf of the VIC/P44 joint
venture, atso approved the development
of the Henry gas preject, offshore Port
Camnpbetlin Victoria,

Henry wilt be developed using existing
infrastructure associated with the Casino
yas field which started productionin
early 2006,

Development of Henry wilt enable additionat
qay sales to TRUenerqgy under an existing gas
sales agreement for procassing at its fona
Facility. Production will start in 200%.

The: Henry development will involve the
dritfing of one development well, Henry-2,
During 2008, the joint venture will also fest.
the gas potental of the Pecten High area,
with two exploration wells, Pecten East-1
and Netherby- 1.
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Ability to exscule low-cost program

The Couper Basin Oil project - Sarntos”

int ative to increase ofl preduction from
Australia’s richest onshore hydrocarbon
province - remains 3 significant undertaking.
and ore which will underpin the Company's
oil producticn rates for many years,

Driiling and produstion resuls

Santos' intensive drilling program continued
in 2007 with 132 wells drillzd compared ta
10& ire 2008.

The well success rate of 73% maintained

a strike rate since launching the project

of around 75% - a better performance than
any other company operating in the Covper
Basin. This enabled Santos to increase 2P
reserves by 8 mmbbl

Initial online production rates from
successfulwells averaged a gross 160 barrels
per day, meeting expectations and taking
tetal ¢il preducticn since the project began
o approximately 7 mmbbl Santos share,

the Cooper Basin Oil project has the advantage
of great flexibility as Santos has the 2quipment,
people, planning systems and contractor
relationships to deploy resources quickly and
effectively to adjust the drilling schedule
according to rosults,

Chndlanges may

Santos met considerabie challenges during
2007, Heavy rains in the first half of the year
limited Lhe muvement of rigs and construction
crews. Assodiated conler weather also caused
problems in the transportation by pipetine

of high pour-point {thick viscous} ol from
some wells.

The ‘waxing’ of this oil was overcome by

the optimisation of pour-point depressants
and modifications to the Limestone Creek
production hub to increase the temperature
of the oil and split out the higher poui-poirit
oil for separate transportation by truck.

Another impediment was the closure of
the Moonie to Brisbane pipeline after a leak
occurred in suburban Brisbane i lata July.

In addition to the immediate emerqancy
response and ongoing management at:
the site of the leak, Santos responded by
arranging an intensive trucking program
and the instattation of additionat bruck
loading tacilities that saw about. 6,000
barrels of ail per day transported from
Moonie to Brisbane and Moomba by road.

A longer-term solution will be the
construction of the Jackson to Moomba
pipeline, which is expected to be completed
by mid 2008, Engineering work 10 expand
handling facitities at Moamba and Port
Beonython in South Austi alia where oil

is shipped to export. and domestic markets
is well progressed.

A ey focus for 2008 is to build a larger
inventory of drilling opportunities to
provide more flexibility, and Lo continue
to optimise the porfolio.

An area of significant potential is increased
uil recavery through secondary and tertiary
erhanced recovery techniques. While these
techniyues are relatively new to snshore
Australin, they are weil-proven technolegies
in other parts of the world.

Secondary recavery involves injecting water
into wells to incrzase the pressure of the
fiuld aned presh the oil towands the preducing
wells. This is taking place in the Mutherry,
Frndeavour, Gimboola, Talgebernry, Cranstoun
and Merrimelia fields, and initial results have
been positive,

Santos 13 also assessing the use of carbon
dioxide as an injection agent for enhanced
oil. recovery at the Tirrawarra field, about

60 kilonietres north-west of Moomba. Carben
dioxide has been used as an injection agent
for mare than 30 years in the United States
but: never in Australia.

Using cerbon dioxide in this way also offers
the exciting potential to combat cimate
change. The injecton of carbon dioxide
captured from emissions at the Moomba

gas pracessing plant into the Frrawarra
field is included in the first phase of Santos’
propased Moomba Carben Storage project.

b
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Demand for gas remains high

Further growth expected at higher prices

Theincreasing demand for natural gas

to power the Western Australia resources

industry is strongly supported by Santos,
and the Company is benefiting as the true
economic and envirenmental value of this
naturai resource is being realised.

The strength of the Western Australia
economy has underpinned growth in
the state's gas industry in recent years.

Wastern Australia has benefited for many
years fiom a major investment in LNG
infrastructure and assodated domestic
gas supply. However, further developrent,
of domestic supply has tallen behind the
rapidly increasing demand to meet the
state’s booming economy.

With historically very low prices based on
LNG project domestic gas obligations, until
recently there was no incentive for further
explovation and development of gas for
domestic consumption. Without investment
in exploration and development, long-term
domestic gas supply was under threat.

This dynamic is now changing as increases
in domestic prices signal the opportunity
for further investment.

More gas projects zre now being developed
to deliver gas to the domestic market.

Santos' most recent contract negotiations
conciuded at mose than $7,50 per gigajoule,
#nd the price trend is expecied to increase
in 2008 as demand continues to escalate
despite growing prices,

Raindear development wivanced

This new pricing paradigm is enabling

the development of the Reindeer gas Hetd
to supply additionat gas to the Western
Avstralia mavket,

Front-end engineering and design studies
for the development of Reindeer in the
Carnarvon Hasin, offshore from Damgter,
were completed in late 2007, Project sanction
{5 anticipated in the first quarter of 2008.

A tander process for the sate of the gas

was concluded late in 2007, This innovative
approach yietded important insights into the
Western Australia market and provided all
patential buyers with an equal and efficient
opporlunity te negotiate for the purchase

of new gas supplies.

This process resuited in the salaction of
a number of parties with whom gas sales
negotiations are progressing. A further
significant incredse in prices above 2007
levels has been obtained, underpinming
the investment requived to bring projects
such as Reindeer online.

Painearbxrener off praducides

Production from Mutineer-Exeter, Santos’
major oil-producing asset outside Lhe Cooper
Basin, slipped to 3.7 mmbblin 2007, from
4.9 mmbbiin 2006,

Production rates from the field were impacted
by workover activity, natural field dactine
and, from mid December, electrical damage
on the floating production, storage and
offtake vessel which rendered all subsea
pumps inoperable.

Temporary repairs to the vessel will limit
Mutinear-Exeter production in the frst
quartat of 2008. A permanent repair is
scheduled for the first quarter of 2009.

Other Wustern Austialia oil preduction

at Stay, Leqgendre, Thevenard and Barrow
totaited 3.8.mmbbl, down frem 4.3 mmbbl
in 2606, again due to workover activily
and natural field decline,

IO el
T axplocwion

Three exploration wells are scheduled to
be drilled in Western Australia in 2008,

The Ichthys North-1 well in the Browse

Basin will be dritted during the third quarter,
This is an exciting prospect targeted at
proving a gas accumaiation to the immediate
riorth of the Inpex-operated Ichthys field
that is currently under devalopment planning.

The Johnson-1 well will be drilled, targeting
cilin the Carnarvon Basin, and Santes will

b partnering in the EN1-operated Charon- 1
wielt, atso targeting oil, in the Houtman Basin,

in addition, two near-fiald ofl exploration
viells aie scheduted Lo be drilled on the
Adams and Flatcher North prospects, near
the Mutineer-Exeler field in the WA-191-P
permit in the Carnasvon Basin,
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High sroweh povendin

Focused long-term vision
required for success

Esploration, development and
production in Indonesia

Exploration success in Vietnam

Santos is uniquely positicned to becoma a
{eading energy company in South East Asla,
The Company's competitive advantages in
this region stem fiom deep knowledge of the
hydrocarbon basins and systems, regional
expeiience and extensive industry and
poiitical networks.

Sarnitos” success it Asia will be judyed by
actiievements in two core areas - Indonesia
and Vietnam - and the emarging areas of
India and Bangladesh.

NS PEre TS

Indonesia is a major focus for Santos,
reflected in the fact that the Jakarta office
is the Company’s largest outside Australia,

Oil production from the Gyong field in

the Sampang PSC, 70 kilometres east

of Surabaya, started in September 2607,
with production in line with expectations at
&,000 barrels of oil per day and cumulative
production of 1 mmbbl

Phase 2 of Oyong was approved tor development.
n December 2007 and will develop the gas
teserves, Fiist gas production is anticipated
in the third quarter of 2009 with gas to be
sold to PT Indonesia Power.

The Wortel gas field, discovered in 2006 and
ocated 7 kilometres west of Gyong, has the
potential to he the third phase for Qyong.

Aninfilf 2D seismic survey has bean completed
to assist with the appraisat of the fleld, An
investment decision is antidpated in 200%
depending upon the seismic resulis,

Production from the Maleo field has
stabilised but continues to be impacted

by capadty rastrictions in the Pertamina-
operated East Java Gas Pipeline following a
rupture of this line during November 2006,

However, gross production rates from Maleo
have increased throughout the year and were
runsisiy at approximately 8G 1)/day at the
end of 2007,

wada in Viewno

Santos bas made gond progress since first:
entering Yetnam in 2006, The Company is
pragressing the Chim Sao {Blackbivd) and Dua
oil discoveries - partnering with Pramier (il
and Pelek Energy - towands a project sanction
decisionin 2008,

The joint ventere has already identified

a recaverable resource of approximately
80 mmbbL First oil production is expected
in 2010,

A six-month drilting program during 2008
will appraise the Chim Sac field and test
two further exploration prospeds.

Further north, in the Song Hong Basin,
Santos is the operator in a joink ventisre
with Singapere Petroleurm. The joint
venture acquired 30 seisadc during 2007,
is progressing with interpretation and
expects to begin dritling in 20073,

As a further sign of Santos’ confidence in
Vietniam, the Company opened an office in
Hanoi in the first quarter of 2008. Santos’
investment in the country is part of the
growing economic and trade Hes between
Austratia and Vietnam,

sy e, BT Aty Fraetra el Aneasneadinaie ol
TIMISTENAG ANEIAR NG ANT DENGATED

Duiring February 2007, Santos was awarded

# 100% working interest and cperatorship
of two blocks covering approximately 16,500
square klametres in the northern Bay of
Bengat, offshore India.

Several large discoveries have already

been made just west. af the acreage arquived
by Saritos. Santos has committed ko an
eight-year, US$70 million work program
covering the two offshore deep water
exploration licences.

The acquisition of 20 seismic aver the blacks
s well advanced and due for completion in
the second gquarter of 2008, This witlba
followed by targeted 3D seismic, with drilling
expected in 2010,

As an extension of the Company’s Bay
of Bengat play, Santos acquived various
asscts in Bangladesh in October 2007,
including a 37.5% interest in the Sangu
gas field and a portfolio of exploration
acreage from Cairn Energy.

The exploration drilling of the Magnama-1
well encountered approximately 2040 metres
of gas-tharged sands.

Further evaluation will be required before
making an investment decision. The nearby
Hatia well was spudded in early 2008.

Both wells are cluse to Sangu production
facitities which have approximately 400
mmscf/d of spare capacity to sell gas Lo
the Bangladesh market.

b
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Sustainability creates long-terin shareholder
value by realising the oppoartunities and
managing risks derived from sodal,
environmental and economic factors.

Santos’ overall sustainability performance
impioved in 2007 with many achievemeiis
both on the ground and in the implementation
of polides and systems.

Recognition of Santes’ sustainability
performance includes listings on the:

*  Australian SAM Sustainability Index
{AuSST);

«  Reputex Social Responsibilily Index, with
Santns achieving a Reputex ‘A’ rating:

»  {oldman Sachs J8Wero ASX Climate
Disclosure Leadership Index; and

+  Horwath-University of Newcastle Hve-
star rating for corporate qovernance,

The: Australian Petroleum Production and
Exploration Association alse recagmised
Santos’ five-year research parinership into
the relationship betwsaen whales and seismic
activity by awarding the Company its 2007
Environment Award.

The Company is committed to integrating
the principles of sustainabibity into its day-
to-day business, measuring its progress
towards this goal and comprehensively
reporting this progress.

Sysiems and sodiniay intagrated

To promate high standards of corporate
aovernance andd ethical husiness conduct,
Santos has a clear sat of values, polices
anid procedures to guide the actions of the
Company and employsesin all the areas
of the business.

This includes an integrated Code of
Conduct which prescribes that, in addition

Savbes oysien e policies mele

to compliance with allapplicable legnl

How Santas Works

requirements, all employees are expected to
adopt appropriate standards of professional ¢

Code of Conduct

and husiness conduct in their deatings on

behalf of Santes.

Envircniment, Health and Safety
Management System

&
e

DN LU

The table to the right summarises the areas -

Antiorruption

covered by these systems and policies.

“Confidentiatity

Company resources

One of Santos’ systems &5 a comprehensive

Conflict of interest

Ervivonment, Health and Safety Management.

Financial governance

System that accommodates alf aspacts of

Financial management and accounting

the Company’s enviranment, heatth and

Gitts and benefits

safety requirements and is the foundation

Guidetines for deating in securities

on which assessments are conducted anid
improvements made.

The Environment, Health and Safety

Political afiiliation

Reporling misconduct.

Management System desciibes the
requirements for effective environmental

Risk management.

and safety practice and prescribes how

Shareholder communication and
market, disclosure

the Company complies with relevant
international and Australian standards

noand secind

ity
DXl H WHWORY

and regulatory requirements,

Environment,

Greenhouse

In 2007, Santous compiled its various

Health and wetlheing

management tools and processes into a

Huwman rights

unified system called How Santos Works

] Safety

to fonmally document these management

LY S oy -
SN RO A0 v

systens in an integrated manner.

Conditions of employment

Eqisal oyrprorbunity

How Santos Works has been created to ensure

internet and electronic communications

Santos’ operational systems and decision-

jssue resolution

making processes are capable of achieving

Leave

its corporate strategy.

Performance management

Safmy porformance inproved

Remuneration and benefits

Training and davelopment

Santos Tmproved safety in 2007 through
the successful implementation of new
standards on process safety and achieving
a reduction in the rate of injuries.

Youds
Y%
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Head count
Employee Full-time 1,665
Part-time 65
Graduate progiam 65
Contracters ¢50
Cxternal service providers 1,639
3,684

Losoation of employaas 300Y
%

8 South Australle 710

N Queeratand 16.7

N Northem Territory 1.7
Bl Wastwrn Austrails 1.0
B Victorle 01

¥ Indonesa 51

B oInde 02

R Pap New Guinen 0.3
i1 Vietmam 0.1

This performance improvement in 2007 was
an excellent achievement and a reflection
of the hard work put in by many peopta.

There were an unacceptably tigh number
of satety incidents invaiving contractars

in 2006. Consequently Santos worked with
contractor companies in 2007 to arrest this
cancerning trend, As a resull, contractos
safety performance improved by 25%.

Hand and finger injuries continued to be

the major irfury type, accounting for up to
half of all injuries. To address this, Santos
launched an awareness program in 2007
including a hand hazard identification and
glove selection program which aims to reduce
the number of incidents and the severity of
the injury.

Fatigue has been identiHed as another cause
of many serious workplace accidents, Santes
established a joint employee/emptoyer
working group to review fatigue data,
rosters and work patterns, and steward
ongoing initiatives, such as creating an
employee information DVD.

A defensive driving program, entitled Safe
Drive, was also taunched in 2007, Targeting
alt employees and their families, the program
showed people how to drive defensively to
prevent vehicle incddents,

Safe Drive was supported by the installation
of in-vehicie monitoring systems for all
vehicles to provide feadback to help change
and improve driving bebaviour.

Santos woen four of the six categories at the
Self Insurecs of South Australiaz 2007 safety
awards and two awards at the Safe Work SA
awards, including Employer of the Year.
LDeveloping lowiarship

Santos’ approach to teadership is central
to developing capahility, fostering an
achievement-orientzd cultere and
strengthening employee cominitment.

The Company works to develop teadership
skitis Lo meet Tuture chaltenges such as
industry consalidation, strong competition
for skills in the maiketplace, expectations
of recruits, new technology, increasing
governance and public reporting issues, and
vapidly changing workptace demographics.

The Santos Board oversees the continuity
of executive leadership for the ciganisation

through succession planning for key roles.
Onguing development of leadership potentiat
at other levels of the organisation ensures
iong-terin depth of leadership capacity.

SO sppivanh DUl capediinier

The Santos Capability Framework, which
sets out an arganisation’s capabilities
and competencies, was further developed
during 2007.

The framework will underpin all hurnan
resonrees initiatives from recruitment to
empioyee devalopment, enabling individuals
and their managers to focus development
discussions on the most important
rapabilities and competencies.

The process of applying the Capability framework
beyan in 2007 Lhrough executive leadership
assessments and tailored development plans.

Further implementation of this approach
will pocur i 2008, and leadership and
managament training programs also will be
delivered from the core leaming curriculym,

Santos’ graduats program is also an integrat
part of the Company's capability development
strategy. The Company has an active graduate
pragram, designed to atbiact and 1etain

the best graduates by offering them carear
path appor tunities,

Each year. approximately 15 engineeting
and geoscdience university graduates are
salecled for the Lthree-year progiam. They
ar: given training and career development
opportunities while working in a structured
job rotation program.

Teniniag Yo the furure

Development and training at Santos
addresses specific skills for individuals
and learning that the Company considers
cors: s its business,

Competency-based training was an important
training focus in 2007 for fietd operations.
This training is externally accredited under
the Australian Qualifications Training
Framewask and includes on-the-job
competency and skills assassment for
operators and supeivisors,

Buring 2007, Santos tssued 37 leved {1t
and IV cer:ificates and engaged 12
apprentices. Santas also received the
Commanwealth Minister for Vocatianal

»“% %
JF B
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and Further fducation’s Runnar-Uip Award
far Exceflence for Emplovers of Australian
Apprantices for the Adetaide Region.

During 2007, Santos continued the practice
of having the Managing Director and senior
ieadership cenduct face-to-face communication
sessions Lo inform amployees about business
direction, strategy and performanca.

Building an achievement-oriented culture
at Santosis an important ohjective. The
majority of employees participate in the
annual performance review process. Half

of the annual performance review assasses
for behaviour thatis consistent with Santos’
values (sze inside front cover}.

The performance review provides vatuable
two-way communication hetween employees
and their managers to assess performance
against agreed objectives. It also previdesa
forum to identify professional development
needs, rareer planning and future epportunities.

To improve the quality of this exchanga,

& numbes of programs were developad and
presentad to laaders during 2007 to develop
skitls in coaching for performance and giving
and receiving feedback. These programs will
continue to be implemented in 2008,

Growing ampdeyes te

Santos measures employee comimitrment
every two years, using the interveniag year to
implement findings from these surveys. The
2006 survey, conducted by an internationat
research organisation, showed that employes
commitment was positive and had improved.

Santos continued to implament programs
during 2007 to improve employes comemitment.
Change management was identified via
employes feedback as an area for further
improvement and during 2007 Santcs
devetoped tools and education materiaty

for the effective management of change.

Santos has recognised the increasing
importance of flexible work options in
maintaining a diverse, adaptable and
highly committed workforce. Therefore a
range of additional work/life policies and
tools were developed in 2007,

The Queenstand Resources Council awarded
Santos the 2007 High Achievement Resources
Award for Women, Best Company lnitiative,

The award recognised Santos’ polides and T
praciices that have attracted and retained valitiary emplayae turnever
woman in its coal seam gas business. R
Crnwianding renuivs from hesth programs u
Santos has an active program to manage " f-f*""
the health #nd wellbeing of personnel by RIS
creating an environment whera personnel 4
gte aducated and motivated to improve

2 I 1 F
thair health, wellbeing and fitness for work, “

n

In 2007, the health and wellbeing program 2003 ZODA  P005 2008 2007

focused on nutrition, health and weight.
loss. Seminars on healthy eating, losing
weight, exercise and understanding health
factors such as blood pressure, cholesterol
and weight were held in offices and the
field locations.

This program is achieving sone outstanding
results for employees and contractors wath
perticipation rates continually rising.

h d hoth feaat and flleqal - and Strategic leadar 17

e use of drugs - hath legat and illegal - an — ) - »
alcohol, when used in the workplace, represents Funciional teader 78 10:3
an unacceptatte heaith and safety risk, Veam leader 210 25.9

Senior technical

The Company has in place 2 comprehensive speciatist 108 13.3
drug and alcehol testing program supported - o

by & canfidential rehabilitation and technival specialist 364 29.7
mznagemernt program for people who Team member 1,609 85.3

breach this policy.

To support this pesition, and help employees
and contractors understand the consequences
of drugs and alcohol, Santos ran a comparny-
wide awarenass program during 2007 to
encourage healthy lifestyle practices.
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Santos employees and their families have
aceess to confidential eounsetling via the
Santos Employee Assistance Progiam.
Psychological support. is provided for a range
of issues including relationship difficulties,
stress, and drug and alcohol problems.

™ : e
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Santos retocated to a new Adelaide head
office during 2097 in a move thatis a
tangitle expression of the Company's
commitment to sustainability.

The new Santos Centre provides a safe,
emvirnnmerntally-responsible workplsce that.
hetps employees work effectively together,
It also supports the cultural change that
has occurred over recent yeais with a design
that reinforces Santos’ values.
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Santos Centre met its objactive of being a
satisfying and productive workplace because
it grew out of the ideas and aspirations of
Santns’ people. A comprehensive
consultation process resulted in the final
design which reftects, in small and large
ways, the input of hundreds of employees.

As 3 condition of its lease with Lhe building’s
owners, Santos prescribed that the base
building design had to achieve at least & five-
star Green Star rating by the Green Building
Council of Australia.

This rating was achieved, with the building
achieving five-star Green Star ratings for the
‘Office Design’ and ‘Office Dosign As Buill’
rating criteria.

Santos is secking a five-star Green Star rating
for the "Office Interioss’ criteria for the fit-
out of the building. The rating is expected

to be awarded in May 2008,

These ratings put Santos Centre’s green
credentials alead of most commercial
huildings in Australia. The benetits of a
gieen building include better indoor air
quality, reduced energy use and greenhounse
gas emissions, reduced water consumption
and improved operating costs.

fxamples of Santas Centre’s sustainabla
building design incivde:

*  90% of rubber floor surfaces are made
from recycled car tyres;

v 85-year-ols timber, recycled from a
Queensland raitway bridge, in flooring;

» 2,800 plants to absorb carbon dioxide
and release oxygen;

* automatic louvies zllow naturat
light while reducing energy demand
for cooling;

* motion detection contiols for lights in
meating rooms and for after hours; and

* on-site employae gymnasium.

S5 ETLIDVEMSAT MRk &
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Following the successfut pilot of the Company’s
Continuous Improvement framework, Santos
established this process throughout the
organisation in 2007,

Continuous improvement pravides a process
that enables Santos to identify better ways

to do things while building the capability of
employees to make sustainable changes that
contribute to business efficiency and growth,

Santos has trained more than 100 employess
througheut the Company to use the Continuous
Improvement Framework and has developed &
suite ot projects that have the potential to
deliver significant benefits,

O epill oy

0ib spill management snd prevention remains
a high priceity for Santos.

Disappointingly, Santos had four significant
cil spills in 2007: the Alwyn 81 flowline

(15 m'); Moonie to Briskane oil pipeline
{Maonie East, 50 m’); Moonie to Brisbane

oil pipeline (Algester, 400 m?); Jackson South
oil flowline (24 m'}; and one minor spitl at
Koaroopa North #3 (9.2 m?).

The managzment and clean-up af these spills
were uiidertaken immediately and theroughly
to mininise the impact on the environment
and comrmunity.

For example, the oil spillin the Brishane
suburb of Algester was detected by Santos’
automatic monitoring system, When the leak
site was idenitified, the section of pipeline in
the vicinity of the incident was further
isulated to mirderise the spill.

Santos worked closely with emergency
services and the (lueensland Environmentat
Protectinn Authority Lo contain the oil and
support the affected residents.

In the First 48 hours after the spill, the
majority of surface off was recovered and
stormwater drains cleaned. Clean-up
activities were continuing at the time this
repart was published to ensure the area is
futly rehabilitated.

Santos i3 concerned about the impact to

the environment and communily as a result
of these oil spills and will diligently pursua
peograms to remediate spill sites and prevent
Further spills.

1n 2007 Santos undertook an oil spill
prevention management, review to analyse
the number and severity of uncontained
spitls and assess Santos’ pipeline inteqrity
management programs,

The raview endeuised the management
program and recommended that an
audit program be established to assess

28
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conformance against procediires and

the effectiveness of the standards and
programs in placa in the fietd.

Wasie recpding improved

Santos works ta continuously imprava its
waste management. In 2007 there was an
incraased focus on quantifying waste streams
so that future improvements can be
accurately measured.

In addition to traditional camp-based waste
management, during 2007 Santos focused
on reducing oil sludge production at its
source by replacing open studge pits with
sludge storage tanks atits south-west
Queenstand oil FHelds.

While environmental factors drove the
initiative, an added bonus was the reduced
costs berause there was less waste material
to be transported and there were additionat
profits for the Comgpany by returning the
hydrocarbons to the system,

The new program has been so sisccessful.

it has raduced the volume of sludge being
transported by 90% and etiminated the

naed for the sludgs disposat pond at Jacksen.
Santos s now planning to instal sludge tanks
st further operational sites throughaut the
Couper Basin,

< ANEE [vrRtagian purstacd
Climate change is an unprecedented global
tssue requiring significant resources to
meet Lhe complex environmental, eneriy,
economic and pofitical challenges.

As a global stakehalder in tha energy
business, Santos recogmises that one of its
most important environmental responsibilities
is to pursue sirategies that address the issue
of greenhouse gas emissions.

Natural gss will play 2 pivotal rote in helping
Austratia‘s economy move to a cleaner energy
partfolio, Natural gas has approximately half
the greenhouse intensity and uses cnly 8
minute fraction of the watar that coal-fired
elechricity requires,

f Bt id Y

Batons seducrions

Santos is pursuing an emission intensity
reduction targat of 20% by 2008, from
2002 levels {(greenhouse emissions/unit
of production).

Greenhouse gas and energy efficiency
hazard standards under the Enviranment,

Health and Safety Management System
provide direction to Santos operations
for the measurement and managemant
of emissions and energy.

Santos continues to deliver energy efficienry
improvements with a number of projects
identified in 2007, An example of this is
the Moomba Gas Recovery project which
will divert gas from Haring.

Santos also continues to participate in

the Yellowbank Gas Flare project where, in
partnership with Origin Energy, credits were
verified on the Greenhouse Friendly Register.

Adarrralinn Businers & Tlinuae Group
During 2007, & group comprising Sartos and
eight other lzading companies called for an
urgent strategy on low emission technology
to help reduce greenhouse gas emissions.

The Australizn Business & Climate Group
said that urgent development of a national
low emission technology strategy is required
to complement an Australian emissions
trading scheme.

In the report, Stepping Up: Accelerating

the Deployment of Low Emission Technaology
in Australia, the comparies collaborated

to specifically review and recommend
mechanisms needed to drive the development
of transformational technologies eriticalit
futura emissions targets are to ba met - the
low emission technology strategy.

The report and more information about
the group are at the website
wvav.businessandclimate.com.

Resewnh and devaiog X
Santos spent $8.8 million on research and
development activities duiing 2007, with
major projects investigating new techniques
for fracture stimulation, coal seamn gas
production snd exploiting possible and
conitingent hydrocarbon resounces.

S Low CERTNLNITY WA ihaly
A0 CunEmay wnibeing

Santos has formed relationships with the
many communities in which 1t has operations
and recogmises its responsibility to contribute
to the sncial fabric of those communities.

This is achieved in past through tha sponsorship

and donations program and in 2007 Sankos
coniributed $3.8 million to 170 events and
organisations in Australia, Indonesia, Papua
New Guinea and the Uniterd States.
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# Austrattan School of
Patroleun 54.3

B South Australlz 12,5

[ Oueerstund 6.6

& Vicorts Lo

$§ Indonesh 3.7

N Northem Tereory 2
B Wetern Austalia 1.6
A Prpuz Mew Gulnes 0.8
i Unbied Staes 4.

N Eduntion 70.0

| artrant rutture 100

§ Gereralomminity 8.9

B trtonmert 4.9

N Confarancey/industyy/
govenment 2.4

N Intigenaus 1.5

| vouth 0.7

% Santos Commurtky
Fung 0.6

Through this program, Santos provides
support for community-based programs,
erganisations and events that are valued
by members of thase communities, reflect
each community’s spadfic sodioeconomic
and cultural circurnstances, and share
common values and priorities with Santos,

An important part of Santus” sponsorship
program is the Santos Community Fund,
which provides financial and in-kird support
to organisations that henefit. the community
in the areas of health, the environment and
huilding social capacity.

The fund brings tagether all the
contributions Santos makes Lo community-
based organisations and also provides
additional support to Santos employees who
volunteer their own time and resources to
impiove the commumity,

Santos made contribitions to 24 organisations
through this fund during 2007, including the
(hildren's Medicat Research Centre, DeafBlind
Assodiation, Juvanile Diabetes Resaarch
Foundation and Queenstand Cancer Fund.

Santos’ Isngest-standing community support.
program is in the Cooper Basin which
stradidies the South Australis-Queensland
border. Santos participates in and supports
events such as the Cooper Cup Cricket.
Challenge and the Outback Car Trek that
henatit the largely landholder population.

the combined afforts of Santos, its
amployees and contractors, and the Cooper
Basin community raised $100,000 in 2007 for
the Royal Flying Doctor Service, an essential
seivice for outhack comumunities.

The Yard Dogs Assodiation, a valunteer group
of Ceeper Basin employees and contractors,
raised $70,000 in 2007 for Camp Quality, an
organisation that supports young people and
their famities iving with cancer.

O T e e N Y :
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Buring 2007, Santos documented its
approach to stakeholder relations in 4 draft
Community Policy and an associated set of
manegement standards Lo be incorporated
into the Company's Envivenment, Heslth
and Safety Management System.

The polivy and standards are expected to be
Formalty introduced in 2008 and will guide
future commenity investment and
stakeholider engagement activities.

Sintos consulls with members of the community
i areas where its wark programs may affect.
them, This halps identify the impact of Santos”
activities on social infrastructure; for example,
the purchasa of local goods and services, and
impacts on road use or resident amenity,

In eastern Queensland and the Cooper Basin,
Santos’ landholder Liaison employees have
regular interaction with the landowners in
the vicinity of Santos” exploration and
praduction activities,

In the Gippsland area of Victoria, Santos
participates in a stakeholder engagement.
piogram rzlating to the Patricia-Baleen gas
plant. The centrepiece of this programis the
Community Advisory Committee which meets
regularly Lo discuss relevantissues,

L e S R S  SP e
Jurvenery of sociowianomb coenteibures
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Number of employees (full-time equivaient)

1,774 L,6Y9 1,521 1,526

Number of shareholders

77,498 83,566 78,157 78,976 84,327

Wages and sataries {$mitlion) 253.0 230.7 2164 214.0 1918
Materials, goods and services {$million) 947.4 T754.2 544.7 4338 3056
Royalties and taxes {Smillion) 6834.6 4275 209.3 1696 118.7

Sponsorship ($million)

3.8 3.8 3.5 4.0 3.2
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Al of Santos” activitiss in Indonesia are:
governed by its Community Development Plan.
The plan aims to foster the development of
cammunity wellbeing and social infrastructure
in the areas in which Santos operates.

Saritos drafted the plan after extensive
socioeconomic assessment and local,
consultation and it formed the basis for a
Memorandum of Understanding between
Serntos, the local communities and
government. agencies,

Activities conducted by Santos on
Madura stand under the auspices of the
#Memorandum during 2007 included:

+ development of six public health
clinics and three village roads for
the Giligenting Istand commurity;

»  purchase of more than 1,000 bext and
literature books for nine junior High
schools in the Camplong sub-disteict;

»  financial assistance towards the
construction of an Islamic high schinob
in the Gitigenting seb-district and 10
scholarships for the Fishery Academy
in Surabaya; and

» purchase and planting of 43,000
mangrove seeds along efght heclames of
Sampang coast and 25,000 seeds across
five hectares of Sumenep coast.

STIRUE RaITeTRines

Queenssiul in
PR N SR ! B

Santos recognises and acts upon its
responsibility to native title claimants and
understands the importance of identifying
and protecting rultural heritage,

Santos has had a long and successhisl
retationship with indigenous stakeholders.
The Campany worked with 15 native titie
groups during 2007 and spent more than
$5.5 million as part of cultural heritage
and native title processes,

Atacus for 2008 s to lay the groundwork

for the negotiation of native Utle and cultuial
heritage agreements for Santos’ Gladstone LNG
pioject. Santos has engaged thiee indigenous
employees to help nwnage praject negotiations.

During 2007, Santos aiso began to
develop its Aboriginal Engagement Policy.
A proactive approach to native title and
cultural heritage, the policy broadens the
areas in which Santos interacts with
indiyenous Australian cominunities,

This policy will. provide the basis for
sustainable tong-term relationships hetween
Santes and indigenocus communities and will
deliver commercial efficiencies for Santos.

A8 Do
AR e

o Rapoery

More informaticn about Santos’ progress
against sustainability targets is available
in the 2007 Sustainability Report.

The report can be downloaded from the Santus
website at www,santos.com/sustainability2007
or a printed copy can be videred from Santos”
Share Register by telephoning 08 8116 5000,

Shareholders can also elect to receive
future Sustainability Reports by contacting
the Share Register
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the Board and Management of Santos
believe that, for the Company to achieve and
maintain its objective of becoming a leading
enargy company in South East Asia with a
share price that continues to grow and a
reputation for sustainability in its aperations,
it is necessary forthe Company toe ineet the
highest standards of personnel safoty and
enwvironmental pesformance, governance and
business conduct across its operations in
Australia and internationally.

ASX principle

Te achieve the highest standards of corporate
governance, the Board has established
corporate governance policies and charters
{Policies). The Palicies, or a summary of the
Policies, are publicly available on the
Company’s vecbsite, www.santos.com.

The Campany’s Policies meet the
requirements of both the Corporations Act
2001 {Cth) (the Act) and the Listing Rules

of the Australian Securities Exchange {ASX).
ard, in the opinjon of the Board, comply with
hest practice, including the ASX Principles of

Gaod Corporate Governance and Good
Practice Recommendations (ASX Principles)
which were revised in August 2007,

Although the revised ASX Principles did not
apply to the Company for the finencial year
ended 31 December 2007, the ASX has
ancouraged early transition. Accordinnly, the
disclosures in this Corporate Governance
Statement {Statement) are made against the
reviserd ASX Principles. The following table
indicates where specific ASX Principles are
deatt with in this Statement:

Reference in Statement.

Principle 1 - Lay solid foundations for management and oversight

Parts 2.1, 3 and 4

Principle 2 - Structure the Board to add value

Parts 1 and 3

Principle 3 - Promwote ethicaland responsible decision making Part 5
Principle 4 - Safequard integrity in financial reporting Parts 3and 4
Principle 5 - Make timely and balanced disclosure Part 5.3
Principle 6 - Respect the rights of shareholders Part 5.3
Principle 7 - Recogmiss and manage risk Parts 3 and 4
Principle 8 - Remunerate fairly and responsibly Part. 3

Py b lomposmion of Uha Boam

‘the composition of the Board is determined
in accordance with the Company’s
Constitution and the Board Guidelines
which, among other things, requiie that:

» the Board comprises a minimum
of tive divectors (exclusive of the Chief
Executive Officer/Managing Diiector
{CE0}), snd 3 maximum of ten directors;

» the Board should comprise a substantial
majurity of independent, non-executive
Directors;

« there should be a szparation of the roles
of Chairman and CEQ of the Company;

» the Chairman of the Board should he an
independent, non-executive Director; and

» performance of the Board and its
members should be reviewed regularly
amd shjectively.

The nameas and details of the expariencs,
qualifications, special responsibilities,

and term of offica of each Director of the
Company and the Company Secretary are set
out on pages 32 to 35 of this AnaualReport,

ey indabendance

The Board has adopted the defirition of
independence set ont in the ASX Principles,
which is based on the 2002 guidelines of
the Investment and Finandal Services
Assodiation Limited.

Having regard Lo this definition, the

Board generally considers a Director to he
independent if he or she is not a member of
Management and is free of any interest and
any business or other relationship which
could, ar could reasonsly he perceived to,
materially interfere with the Director's ability
ty act in the hest interests of the Company.
The Board will assess the materiality

of any given relationship that may sifect
independence on a case-by -cass basis

and has adopted materiality guidelines

to assist in that assessment.
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Under these guidetines, the fallowing
interests are reaarded as material in the
absence of any mitigating factors:

* 3 holding of 5% or more of the Company’s
voting shares or a direct assodation with
an entity that hotds more than 5% of the
Company’s voting shares; or

= an affiliation with an entity which
accounts tor 5% or mare of Ehe revenue
or expens: of the Company.

The Board has determined that there should
not he any arbitrary length of tenure that
shoutd be considered Lo materially interfere
with a Director's ability to act in the hest
interests of the Comparny, as it beliaves this
assessment. must he made an a case-by-case
basis with reference to the length of service
af al! members of the Beard,

Fach Director’s indapendence is assessed

by the Board on anindividual basis, with
reference to the above materiality quidclings
and focussing on an assessment of cach
Director's capacity te bring independence of
judgement to Board decisions, In this context,
Uirectors are requirerd to promptly disclase to
the Board their interests in contracts, family
ties and cross-directosships which may be
elevant in considering their independence,

Currently, the Board comprises six non-
executive Directors, alt of whom are
considered independent under the prindples
set out above, and one executive Uirector.

The Beard Guidelines inciude tha following
principles:

*  non-executive Direckors are to be appainted
on the basis that their nomination for re-
etection as a Director is subject to review
and support by the Board; :

» there stiould be appropriate droumstances
justifying re-election after a specified
period of service as a Divector; and

+ the contribution of the Board, Board
Comimittees, and of individual Directors
is the subject of tormal review and
discussion in accordance with the process
set oot im part 1.4 foliowing.

Prospactive candidates for election and
re-election to the Board are reviewed by
the Nomination Committee. Appropriate
regard is had to the business experience,
skills and experiise of the candidates and
the requirements of the Board, to ensure
that the Board's overall composition
enables it to meet its responsibilities. The
Nomination Committee makes appropriate
recommendations to the Boaid reqarding
possibte appointments of Directors,

Prior te appointment, each Director is
provided with a letter of sppointment
which includes an organisation chart and
copies of the Company's Constitition, Board
Guidelines, Committee Charters, relevant
poticies and functional overviews of the

Company's strategic objectives and aperations.

Additionaily, the expectations of the Board
in respect to a propased appointes to the
Board and the workings of the Board and its
Committees are conveyed in intervisws with
the Chairman. Induction procedures include
access to appropriste executives in relation
to details of the business of the Company.

Under the Company's Conskitution,
approximately one third of Diractors retive
by rotation each year, Pivectors appointed
during the year are also requirad to submit
themselbves for election by shareholders at
the Company's next Annual General Meating.

PR JOE R i N PN T
L4 Hevdew of Banrd Qoweter and

FurRcitive Fal fermance

An externa! review of the Board and
individuat Directors is carried cut on
a bienniat basis. In addition, internal
reviews of individual Directors are
conducted annually.

The exteinal reviews aie carried cut by an
independent consultant, based on a scope
aqgreed in advance with the Board.

Enternat reviews are facilitated by the
Chairman, in consultadon with the
Nomination Comiittee, and invalve
maatings with each Director.

In addition, Board Committees conduct their
own internal review of their performance,
structure, objectives and purposs from time
fo Hme.

Parformance evaluation of senior executives
is undertaken twice a year by the CEQ. the
results of which are usad by the

Remuneration Committze of the Hoard

in determining future remuneration and
generably for review by the Board in relation
fn management succession planning.

An external review of the Board was
undertakern i Novernber 2007, In addition,
performance reviews were renducted for each
of the senior executives during the year.
These reviews were caerfed out in accordance
with the process set out above against the
following criteria:

» comparing performance against agreed
medsures;

» examining the effectiveness and quality
of the individual;

»  assessment of key contributions;

« identifying areas of potentiat
improvesnent; and

+ assessing whether various expectations
of shareholders have bean met.

In addition to the Board Guidetines, the
Board has adopted a formal document.
outlining the Rale of the Board. Tha
ocverriding cbjective is Lo increase
shareholder value to top quartils

perfur mance within an appropriste
managernent framework which protacts the
rights and interests of sharehotders and
ensures the Company is properly managed
theough the implementation of scund
strategies and action plans and the
developrent of an integrated framework
of contzol aver the Company’s ecanomic
resauices,

The Board is respensible for the overall
corporate governance of the Company,
including approving the strategic direction
and financial objectives, oversight of the
Campany and its management, establishing
fyouals for management and monitoring the
attainment of these geals.

(]
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Specifically, the Board is responsible for:

» the provision of strategic direction and
oversight of management;

+  significant acquisitions and disposals
of assats;

*  significant expenditura decisions outside
of the corporate budget;

+ hedging of product sales, sales contracts
and finaneing airangements;

* the approvat of, and monitoring of,
financial performance against strategic
plans and corporate budgets;

« the approval of detegations of authority
to management;

» ethical standards and codes of conduct;

» the selection and evaluation of, and
succession planning for, Directors and
executive management;

= the remuneration of Directors and
execttive management;

+  the integrity of material business risk
management including financisland
non-financial risks,

The Board has also astablished a number of
Board Committees to assist with the effective
discharge of its duties.

fach Director ensuras they sre sble Lo devote
sufficient tima to discharge their duties and
to prepare for Board and Committes meetings
and associated activities, The Board
delegates management of the Comparny’s
tesonrces to the Company's executive
managemert team, under the leadership of
the C£0, to deliver the strategic direction and
qoals approved by the Board. This s formatiy
documented in the Company's Delegation of
Authority which details the responsibilities
delegated by the Board to Management for:

+ implementing corporate strategies:

« maintaining and reporting un effective
risk management; and

> gperating under approved budgets and
written delegations of authority.

The Board Guidelines set out the
dreumstances and procedures pursuant to
which a Director, in furtharance of his or her
duties, may seek independent professional
advire at the Company’s expense. Thase
procedures require prior consultation with,
and approval by, the Chairman and
dssurances as to the qualifications and
reasonahlzness of the fees of the refevant
expert and, under normal circumstances, the
provision of the expert’s advice to the Board.

Pursuant to a deed executed by the Company
and each Director, a Director akso has the
right to access all documents which have
been presented to meetings of the Board or
to any Committee of the Board or otherwise
made available Lo the Director whilst in
office. This right continues for a term of
sever years after ceasing to be a Director or
such Innger period as is necessary to
determine relevant: legal proceedings that
commenced during that term,

Information in respect to indemnity and
insurance af rangements for Directors and
certain sznior executives appears in the
Directors” Statutory Report on page 54 of
this Annual Report.

Faey b Rows Commintaas

i Poly and sremidersind

The Board has established 8 number of
Committees to assist with the effective
discharge of its duties. The membership
and rale of each Committee is set out. on
pages 40 to 42,

Al Committaes are chairad by and comprise
onty non-executive, independent Directers,
axcept the Environment, Health, Safety and
Sustainahility Committee, which includes the
CED s 2 member. £ach Committee has no less
than throo members. Other composition
reiuisements specific Lo the individuat
Committee are set outin the table belov.
Non-Cominittee members may attend
Committee meetings by imvitation,

Each Commitiee operates under a specitic
charter approved by the Board. The Board
Cammittie Charters have been reviewed in
accoi dance with the revised ASX Principles.

Board Committeas have sccess Lo irternal
and external resources, including access
to advice from external consultants or
specialists without management present.

The Chafyman of each Committee provides
a report Logether with the winutes and
recommendations of the Committee at the
next Boaid meeting.

AP S

o maetingy

The Board Guidelines prescribe that the
Board is to meet at least eight times 3 year,
including a strateqgy meeling of two days’
duration. Board members ara expected to
attend any additional meetings as required.
In 2007, a total of 15 mactings were held.

Detaits of the Board and Committee meetings
heid and attendances at those mectings
appear in the Directors” Statutory Report

on page 2 of this Annual Report.

Executive managemant attend Board and
Committee mesatings, at which they report,
to Directors within their respective areas of
responsibitity, Where appropriste, advisors
to the Company attend meetings of the
Board and of its Committees,
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Committee Members and composition Role
Auifiv Mr K A Dean {Chairman) The prisnary objective of the Audit Committee is to assist the Board to
. fulfit its corporate governance and cvarsight responsibilities related
Mr R M Harding, to financial accounting practices, external Financial reporting,

financial risk management and internal control, the internat and
external audit function, and compliance with laws and regutations
relating to these areas of respensibility.

Frofessor d Sloan

The Committee is 1equired to consist of:

) o cifically, the rols . thoe i .

+  members who are financially iterate: Specifically, the rolz of the Audit Committae includes

¢ reviewing the effectiveness of the Company’s risk management
and internal complianca and control systems relating to finandiat
reporiing:

* gt least one member with past employment
esperience in finance and accourting,
reguisite professional certification in
accounting or other comparable .

. evaluating the truth and fatrness of Company financial reparts
experience ar background; and

and recommending acceptance to the Board;

*  stleast on2 member with an = reviewing the process edopled by the CEQ and Chief Financial
uuderstamﬁpg ‘?f the exploration Officer (CFO) when certifying to the Board that the Company's
and preduction industry. financial reports are true and fair and thal they aie based un »

sound system ot risk management and internal compliance and

The Chairman of the Board is precluded from contiol that is operating «ffectively in all material respects;

being the Chairman of the Audit Committee,

« examining the accounting poticies of the Company to determine
whether they are apprapriate and in accordance with generally
acrepted practices;

» meeting reqularly with the internat and external auditors to
reinforce their respective independence and to determine the
appropriateness of internal and external audit procedures;

»  whare the external auditor provides non-audit services, reporting
ta the Board as to whether Ehe Committee is satistied that the
provision of those sarvices has not compromised the auditor's
independence;

= reviewing the performance of the internal and external auditors
and providing them with confidential access to the Board;

»  rtereiving Fom the external, auditors a format written statemert
delineating all relationships between the auditors and the
Company and confirming compliance with alt professional and
regulatory requirements relating to auditor independence;

« referring matters of concein t the Boaid, as appropriate, and
considering issues which may impact on the financial reports
of the Comparny;

+  recommending proposed dividends to the Board for finat
adoption; and

» recommending to the Board the appointment and dismissal
of the head of internal audit.

Lo
4
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Committee Members and composition Role

Erwironment, Mr R M Harding {Chairman} The role of the Environment, Health, Safety and Sustainabitity
Health, Safetyand . . Committee includes:

Sustaimability MrJ CEtlice-Flint

Mr R A Franklin

+ monitoring and review of the Envitonment, Heafth and Safety
and Greenhouse Policies and related systems;

Mr S Gerlach »  monitoring and review of the development ofthe Company's
Sustainability Managemant Framework and the performance
of sustainability aspects of this framework undes the categories
of fnvironment, Community and Qur Feople {excluding
sustainability aspects under the category of Fconomy): and

« roview of the regular internal and external environmental,
henith and safety audits.
The Committee was named the Safety, Health and Envirenment;
Committee until February 2008, when the Committee's charter was
ex¥panded to incarporate a sustainability component.
Nomination Mr S Gerlach (Chairman) It is the responsibility of the Nomination Committee Lo devise the

Mr R M Harding

Profassor J Sloan

criteria for, and review membership of, and nominations to, the
Board {including the re-etection of incumbent Directors). The primary
criteria adopted in sefection of switable Board candidates, and the
assessmernit of incumbent directors seeking re-ekection is their
capacity to contribute to the ongoing devalopment of the Company,
having regard to the location and nature of the Company’s significant
bustness interests and to the candidates” qualifications and
axperience hy reference ta the atiributes of existing Board members,

When a Board vacancy axists ar whare it is considzred that the Board
would benetit fram the services ol 3 new Director with particular
skills, the Nomisation Commitiee has responsibility for proposing
candidates for consideration by the Board and, where appropriate,
enigages the services of exteinal consultants.

flemuneration Profassor  Stoan (Chair)
Mr S Gerlach

Mr R M Harding

The Remuneration Committan is responsible for reviewing the
remuneration peticies and practices of the Company including:

« the compensation arrangements for the executive and non-
executive Directors {including the CEOQ), and senior executives;

» the Company's suparannuation arrangements; and
* employee share aind option plans.

The Committee has access to independent advice and comparative
studies on the appropriateness of remuneration arrangerments.

The structure and details of the remuneration paid to Divectois, the

CED and other senior executives during the period are set out in the
Remunzration Report commencing on page 56 of this Annual Report
and note 31 Lo the finandal statements commendng on page 126 of
this Annual Report.

P,
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Committee

Members and compesition

Role

Finance
Mr K € Borda

Mr KA Dean

Mr S Gerlach (Chairmar)}

The rote of the Finance Committee includes:

» responsibility for considering and making recommendations to
Lhe Board an the Company's capital mansyement stiategy and
the Company’s funding requirements and spedtic funding

propasals;

* fonmulating snd monitoring compliance with treasury policies

and practices; and

* the management of credit, liquidity and commodity market risks.

Fary 4 Rivk rovfngameant

Bk mnrpymant siviedns

The Board is responsible far overseeing

the implementation of, and ensuring theie
ara adequate policies in relation to, the
Company's risk maniagement and internal
compliznce and control systems. These
systems require Management to be
rasponsible for identifying and managing
the Company's material business risks, which
include Tinanciat and non-financiat risks,
such as environmental, exploration and
investment risks.

An Enterprise-Wide Risk Management
approach forms the coinerstonie of Risk
Management activities of the Company and is
based an the relevant Australian Standard
(AS/N25 4360 : 2004). This approach is

incorporated in the Company's Risk
Management. Policy and aims to ensure that,
materiat business risks {bath financial and
non-financial) facing the Company are
consistently identified, analysed and
evaluated, and that active mananement plans
and controls ara in place for the ongoing
management of these risks. Independent
validation of controls is undertaken by
internat audit as part of #ts risk-based
approach. The internal. audit function is
independent of the external auditor and
reports to the Audit Committee,

g an ik

) (9
Adevavranm sabarting
Monagrmam saderiing

Mandgement reporting on risk operates on a
number of levels.

All reports to the Board on strategic and
aperational issues incorporate an assessment
by Management of the associated risks, which
ensures that the Board is in a position to
make fully-informed businass judgaments on
these issues.

In addition, the Board receives dedicated
risk management updates from management,
which address the material husiness risks
facing the Comparny and the systems and

policies in place to manage thosa risks.

in addition to these periodic updates, the
Board and Management give consideration
tu effectiveness of the Company's risk
management and internal compliancs and
coritrol systems, and whether there is scope
far furthar improvement of these systems.

The Board also receives written certifications
from tha CEQ and the CFO in refation to the
Company's financial reporting processes,

For the 2007 Hnandal year, the CFO and

CFO certifiad that:

“The declaration provided in accordarice

with section 245A of the Corporations Actin
respect if the Consolidated Financial Repoit for
the year ended 31 December 2007 is founded
on & sound systemm of risk snanagement and
internal controt, and the system is operaling
affertively in atbwaterial respects in retation

to financial reporting risks,”




SANTOS L+td

28/03/2008 9:40:32 PM PACE 48B/1E3 Fax Server

Samers Anmend Repors 300Y

Examples of doiney thdy

Examples of management of specific business risks, and the systems Santos has ifi place te manage these risks, include the Following:

Type of risk

Method of management

Ervironmental and
safety risk

Environmental and safely risk is managed through:

* & comprehensive Envirorinental Health and Safety Management System based un Austratian Standard 4801 and
Internaticnal Standard 14001;

+ environment, heslth and safety committees at Board and Management lovels:
» the retention of specisfist environmental, health and safety staff and advisors;
» regularinternal and external environmental, health and safety audits; and

» imposing environmentsl care and health and safety accountability as Une mznagement responsibilitfes.

Exploration and
reserves risk

Exploration risk 2ad uncertainty is managed through:

= internat conirol systems which include formatised risk and resource assessment of exploration prospects:
= carparate review in both praspect and hindsight: and

» Board approvat of exploration budgets.

The Compa ny has a Reserves Management System that is consistent with the Society of Petroleum Engineers Petroleum
Resources Management System. External reserves reviews and audits are also undertaken as necessary.

Tnvestment risk

The Company has clearly defined procedures for capital allocation and expenvditure, These include:
» & portfolio management systam;

»  annusl budgets;

» detailed appraisal and review procedures;

»  project menagement processes;

«  levels of asthority; and

* due ditigence requirements where assels ate being acquired.

Finantciatreporting
anf Lreasury

+  Acomprehensive budgeting system exists with an annual budget approved by the Board.

*  Monthiyactual results are repoited against budgel and quarterly forecasts for the year are prepared and reported
to the Board.

* Traasury operations are subjact to a comprehensive system of intzrnal control, and speculative transactions are
prohibited.

»  Further details relating to financial instruments and commodity price risk management are included in Note 38
to the Consolidated Financial Statements.

Operationalrisk

» Al significant areas of Company operations are suhject to regular reporting to the Board.

*  The Board receives regutar reports on the performance of each functivnal area, inclading: operations; gss
marketing and commercialisation; Uguids marketing; legal and secretaiial; groscience, exploration and few
ventures; development; finarnce; safety; humasn resources; goverament; investor relaticns; climate change,
sustainability, cultural heritage and other environmental matters,

3 5%
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To promote high standards of corporate
goverpance and business conduct. the
Company has provided its employees with
& clear set of rules, values and quidalines
to foliow when carrying out their work as
a Santos employee and representative,
These rules, vatues and guidetines set ot
what {s expected of Directors, employzes,
contractors and agents of Santos.

In partizular, the Company has in place an
integrated Code of Conduct which:

+ sets out the Company's key rules, values
and guidetines with respect to workplace
and environment, business conduct and
sustainability; and

» outlines the processes for reporting and
investigating suspected brzaches, and
the penalties thal may be imposed where
a breach is found to have occurred,

Key issues addressed by the Code of Conduct
include:

+ achieving compliance with all appticable
laws of the counilries in which Santos
aperates;

»  avoiding conflicts, by prioritising the
interests of the Comparny and its
stakeholders over personal interests:

»  prohibiting inapprepriate gifts,
hospitalities, bribes, commissions and
inducements;

» communicating regularly, accurately
and =ffectivaly vAth investors, ather
stakehalders, the media and the
market generally;

treating employoas and prospactive
employees fairly and equitably in all
matters;

protectiog rights of privacy and
contidentiality, both atan individual and
fompany level;

ensuring Company assets are used solety
to promote the interests of the Company
and its stakehotders:

operating with a view to long-tarm
sustainability, through a focus on health,
safaty and the environment; and

acting as a respansible corporate citizen
in all communities of which the Company
is part, and actively contributing to the
needs of the communities,

The standands of conduct expected of Santas
staff, including those directed at the broader
stakeholder constituency of shareholders,
employees, customers ard the community, are
alsa recarded 1 separate guidelines and policies
relating to dealing in securities {discussed
helow), the enviranment, accupational health
and safety and human resourcsas.

Futther, a Finance Code of Conduct, based
on that developed by the Group of 100 (a2n
association of senior finance executives from
Australia’s business enterprises) applies to
the CFQ and alk other afficers and empluyees
within the firance tunction of the Company
who have the opportunity to influence Lhe
integrity, direction and operation of the
Company and its finandai pesformance.

Santos treats actual or suspected hreachas
ofits guidelines and policies seriously, and
has adopted an Issue Resolution Policy and

a Reporting Misconduct Policy to ensure that
suspected breaches are reported and acted
upon fairly and effectively. Where a serious
breach is found Lo have occurred. penaitios
may be fmposed 1anging from counselling

Lo dismissal,

idedner far deeding in sexutie

The Company has developed specific written
guidelines that, prahibit Directars and
execitivas (and thair respective associatas)
from scquiring, seliing or atherwise trading
inthe Lompany’s shares or another company's
shares, if they possess mateiiat price-sensitive
information which is not in the pubtic domain,

Pursuart to these gutdelines, no pecson

may deal in securities whils they are in the
possession of price-sensitive information,
Inother ciicumstances, Directors must provide
netice of their intention and receive
acknowlednement from the Chairman or his
representative (a8nd executives from the
Company Secretary or a person appointed by
the Board) prior to any dzalings in securities
either by themselves or by their assoviates,
and must promptly notify details Foliowing
the duating.

The Company’s policy is that, trading in Santos
securities is permithed, vith approvalas set
out abeve, only during the following periods:

= the period commendng two clear days
after the announcement of the Comparny's
annual results and ending 1 July; 3nd

* the periad commanding two clear
days after the announcement of the
Company's halfyearly results and
ending 1 Janusry.

[Hiectors snd executives may not deat
in securities on considerations of 3 short-
tess nature.

Tha Company is committed to giving ail
shareholders timely and egual access to
informstion concerning the Company,

The Company has developed policias and
pracedures in accordance with its
commitment to fulfilling its obligations to
shareholders and the breader market for
conttnuous disclosure. These policies
astablish procedures to ensure that Directors
and Management are awara of and fulfil their
chligstions in relation to the timely discloswie
of material price-sensitive information.
Infarmztion must not be selectively disclosed
prier ko being anncunced to the ASX armd
NASDAQ. Employees must notify their
departmentasi manager or # designated
Disclosure Officer as soon as Lhey become
avare of information that should be
considered for 1elease to the market,

When the Company makes an announcement to
the market, that announcemant is released to
brth exchsnges where its shares and securities
are listed: ASX and NASDAG, The Company
Secretary and Group Executive Investor

ot
7,
v
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Relations are responsible for commurdcations
with the exchanges. Alb material information
disclosad to the ASX is posted on the
Company’s website at www.santos.com. This
includes ASX announcements, annual reports,
natives of meetings, CEQ briefings, media
releases, and materials presented atinvestor,
mesliz and analyst briefings, An emuail alert
fadility is also offered to shareholders. Web-
casting of material presentatons, including
annuai and half-yearly results presentations,
is provided for the benefit of shyrehalders,
reqardless of their location,

The Board is conscicus of its obligations

te shareholders and will seek their approval
as required by the Company’s Constitution,
the Act and the ASX Listing Rules, or where
otherwise considered appropriate by the
Directors.

Additionatly, the Company’s external auditor
attends Annua! General Meetings Lo be
available to answer shareholder guestions
retevant to the conduct of the audit.

sidance of cuditors and neneqiedl

The Baard has adopted a policy in relation
1o the provisian of non-audit services by

ihe Comparny’s external auditor. The policy
ensures the external auditor's independance
and impartiality by prescribing that:

+  the Board will notinvite any past or
present i2ad audit partner of the firm
currently engaqed as the Company’s
externalauditor to fill a vacancy on
the Boaid;

+  audit partners whe have had significant
roles in the statutory audit wilk ba
required to rotate off the audit after a
maximum of tive years and there will be
3 period of at least two successive years

before that partner can again be involved

ire the Compary's audit; and

+ the internal audit function, if
outsouiced, will be provided by & firm
athes than the external awdit Fram,

The nature and amount of non-audit
services provided hy the external auditors
is detailed on paga 54 of the Directors’
Statutory Report, together with the
Directors” reasons for baing satisfied that
the provision of those services did not
compromise the auditor independence
requirements of the Act.

A topy of the auditor’s independence
declaration as required under section
307C of Liwe Actis set out on page 150
af this Annual Report.

o
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Licerice area % interest

Licence area

% interest

Licence mea % interest:

Note: In South Australia PPL = Patroleom
Production Licence ansd PL - Pipeline Livence,
In Quaenstand PP = Pipeline ticence and PL
= Petroleum Ledse.

Covered Mtrechrenlic
Mty Aushealia

Cooper Basin® (Fixed Factor Area)

{PPLs 6-20, 21-61, 6375, 78-117, 119,
120, 124, 126-130, 132-135, 137-141,
143-146, 148-151, 153-155, 157,
1549-166, 169-1R1, 183-146, 188-190,
192, 193, 195, 196, 198 & 189}
Patchawarra East Joint Operating Area®

66.6

{PPLs 26,76, 77, 118, 121-123, 125,

131, 136, 142, 142, 15¢, 156, 158,

167, 182, 187, 191, 134, 197, 200 & 201) 72.3
Derrityn Unit* (PP 206 & 208) 65.0

PEL 174 100.0
PLa 66.6
PLI7* 100.0

o~
Lovaensd

South-West Queensfand*

ATP 259P

Naccowlah (FLs 23-26, 35, 36, 62,

76-79, 82, 87, 105, 107, 109, 133,

149, 175, 181, 182 & 180) &L.5

Total 66 (PLs 34, 37, 63, €68, 75, 84, 88,
110, 129, 139, 134, 140, 142-144, 150,

168, 178, 186, 193, 241, PPLA & PPLI14) 70.0

Wareens (PLs 113, 114, 141, 145, 148,

153, 157, 158, 187 & 188} 61.2
Innamincka {Pis %8, 8G, 136, 137,

156 & 159) 70.0
Alkina 2.0
Aquitaine A (Pls B6. 131, 146, 177, 208) 55.0
Aquitaine B {PLs 59-61, 81, 83, 85,97,

106, 108, 111-112, 132, 135, 139, 147,
151152, 155, 205, 207) 550
Aquitaine C (Pls 138 & 154) 47.8
50/40/10 (PL 65) 60.0
SWQ Banit {PPLs 13, 16-18, 31, 34, 35,

36-40, 46-48, 62, 64-72,78-82, B4, BE,
94-96, 08, 100, 151, 105 & 113 and in

South Austrabia Pls 5 & 9) 60.1

ATP 267P (Nockatunga)(PLs 33, 50 & 51} 59.1

AlP 299P(lintabutva)(Pls 29, 38, 39,
52, 57,95, 169 & 170, PPLs 109, 110,
111 & 112)

PPL 127 (Jackson to Tickalara)

89.0
100.0

PPE 158 {lickalara te SA Border) 100.0

ATP 543P {PL117) 100.0  PPL V6" 100.0
ATP 765 Farmin {Under Appin) 63.0 PPLYZ

ATP 766 Farmin {Under Appln) 63.0  (Comat Ridge Gathering System)* 100.0
Surat Basin Comet Ridre to Wallumbilla Pipeline

ATP 2127 (Major) (PLs 30, 56 & 74) 15.0  (FPL 118)* 100.0
ATP 3361 (Roma) (Pl 3-13, 28, 69,

89,93 & PPL2)" 00,0 Yriora

ATP 536P {Waldetrave) (PLs 10-

60 &Da_q)*( grave) (PLs 10-12, 28, 535 Otway Basin (Gnshare)

ATP 470P (Redcap) (FL 1) 100 PEP160 30.0
ATP 4707 (Formiosa Downs) 5.5 %—tﬁis?m (Qffshore) 5os
ATP 471 (Beinbilla) (PL 119 & P 38) 67 T s o
ATP 471P (Myall) (PL 192 & PPL 87)_ 510 iu/bal : 250
Boxleigh (PL15 Sublsase}* 1000 JIC/RLD {La Bells) 10,0
PL 1 (Moorie)® 100.0 VI.{".[Le? (Mlner‘va) 10.0
PL1 (2) (Cabawin Dxclusion)® 100.0 3}3};’?“‘:"’;“*“ o
PL 1 (FO) (Cabawin Farm-ont}” 50,0 /LI (Sole)” . 0.
PL2 (A & B) (Koorgon)*® sz5 UAc/L21 (Patricia-Balesn) 100:0
PL 2 (Alfon}* 100.0 VI;’ L24 {Casina) 20.0
PL 2C {Altan Farm-out)* 635 /PSS 1090
PL & (Dritlsearch)* 5.0 N

PLS (Mascotte}* 9.0 uth A

PL 11 {Sr!alfe Creek East)* 75.(:.\ Dutitroon Basin®

PL 12 (Trinidad}* 100.9 copay 100.0
PL 17 Upper Stratum Farmin® 166.0

Pi. 200 {Spring Gutly) 260 et Tt i

Pl 204 (Spl’illq GUU.V) 1.10 NSRS TR NIMR

PPL 119 {Downlands East Exclision) 28.8  Sorell Basin®

PL 213 (Churchie West) 16.7 T/-i P 37.5
ATP 5269 (PLs 90,91, 92, 99, 100, 232, T 550
233, 234, 235, 236)* 795 V7i6p 95
ATP 532P, (Pls 195, 203} (Spring Gully) 4.0 T/36P 50.0
ATP 608P (Spring Gully) 2.6 T/gop 00,0
AlP 6G31P* 81.9

ATP 653P {Fairview)* 9.5 o Yoty

ATP 655P (Fairview)® 100.0 :

ATP 665P (Fairview)” 100.0  Amadeus Basin

ATP 708P {Foiview)* 16G.0 01 3 {Palm Vatley) 48.0
ATP 745P (Fairview)*” 79.5  is4and 5 {Mereepic)* 65.0
ATP BO3P~ 100.0  Ri2 (Dingo)* 65.7
ATP BO4P* 71.0  PL?2 Mereenie Pipeline™ 65.0
Bowen Basin

ATP 337P (Denison)* {PLs 41-45, 74, Oifshorme Noethera A

67,173, 183, 218, PPL10 & PPL11} 50.0

ATP 337P {Mahalo)* 30.0 Carnarvon Basin

PL176 {Scotia)* 1c0.0 EP61 28.6
ATP 553P (Denison)* 0.0 EP&2 28.6
ATP 685P (Cockatoo Creek) 50.0 EP 357 35.7
Facilities L1H {Barrow Island) 28.6
Wungoona Processing Facilitios™ 5.0 L1 8.6
Meonie to Brisbane Pipeline* 106.0  L12 {Crest) 35.7
Jackson Moonie Pipeline (PPL 6)* 82.8 L13 {Crest) 35.7

i
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Licence area % interest Llicencearea % interest Licence area % interest
TL/2 (Airlie) 15.0

Ti/3 (Bants-Tritler) ?8.6 Fungladesh Fapie Nawy Guines

%,//; (Thevenard) 32; Blouck & 45.0 PDL 1 (Hides) 1.0
TP/? 0.6 Bliock 10 45.0 PDL3* 15.9
B 115 435 Block16 375 PRLS® 50.3
/7 (3) B34 NGy Revelopmeant Ares 37.5 PRLA* 42.0
P77 (4) 187 e SE Gobe Unit (Unitisation of PDLs3 84) 4.4
TR/4 (Australingd) 35,7 R -

WA-1-P 22.6  South fast July” 100, ieammy

x::;-!{ (Telisman) ;:’l?r:) North fdarun 2.0 B!n:;k 101-100/04 55?
WA13.L (East Spar) R 12w EIR
WA-15-1 (Staq) 66.7 * Sanwos perated

WA-20-1. {Legendre) 22.6  NEC-DWN-z004/1* 150.0

WA-26-1 {Mutineer)* 33.4 NEC.DWN-2004/2~ 10C.0

WA-27-L {Exeter}” 33.4

WA-209-1 {John Brockas) 45.0  ingoncnii

WA-33-R {Maitland) 18.7

WA-141-P (Mutinecr-Exeter)* 33.4 EastJava Basin

WA-208-P* 11.3 Brantas 18.0

WA-200.P (Raind cer) 45.0 Madura Offshore (Maleo)* 615

WA-214-P (Johin Brookes) 45.0  NthBatil® 0.0

WA-246-F 15.0  Sampang (Oyong)* 45.0

WA-358-P 375  Kutei Basin

WA-264-P* 50.0 Donggala® 5¢.0

WA-290-P 15.0 Papalang 20.0

Browse Basin® Popodi 20.0

WA-274-P 30,6 West Natuna Basin

WA-281-P 479 Kakap 9.0

Bonaparte Basin* West Papua Basin

KI/P67 0.0 Waim 20.0

NT/RL1 {Petral} 05.0

WA-6-R (Petrel West) 95.0  Kyrgyashan

WA-18-P (Tern) 100.06

WA-27-R 1000 Closed Joint Stock Company South

Houtman Basin Petroleum Company (SPC)

WA-328-P 33.0  1he Santos Group holds a 70% enuity interest

WA-337-P 100.0 in SPCwhich is the legal and beneficial

WA 339-p* 1005 holder of the following prospeding licences:

Timor Sea Tuzlnk, Soh, West Soh, Nuashkert, Nanat.

AC/L1 (Jabing) 10.5 Jeint Steck Company Textonic (Text.:onic)

AC/L2 (Challis) 10.3 The Santos (?roup is beneficially en.ntled_ to

AC/LS (Cassin) 10.3 33%ofthe irences he-tic.l by Textonic which

NT/P48 (Evans Shoal) 40.0 15 thelegaland beneticial owner of the

NT/P&1 4o, Tollowing prospecting licencas: Sulukta,

NT/P6q 40,0 Batken, Katran, Ak-Bura, Charvak, East

Timer Gap T Mailisu, Ashvaz and West Mailisu,

JPDA 03-12 19.3

Bayu-Undan Gas Field 11.4

flang 21.4

b

w7

s,
2
P
L~
|




SANTOS Ltd 28/03/2008 9:40:32 PM PAGE 53/183 Fax Server

Tnrdns Aol Ropovy 20097
) \\\ N 9 b o SN, W
vear s ary 199820
HOsyear sumimary 19982007
As at 31 December 1998 1599 2000 2001 2002 20403 2004 2005 2006 2007

Santss average realised oil price (A5/bbl} 20.95 2787 46.5%4 45,53 44.74  43.50 51.83 73.83 89,35 92.10

Finandcial performance (Smilttion)

Praduct sales revenue® 769.4 9445 1,4971 1,458.7 1,478.4 14650 1500.¢ 2.462.8 2,750.3 2,A88.5
Tntal revenuet &06.9 958.5 1.515.0 14808 1,498.0 1.478.7 15152 2.475.9 2.784.6 2.510.6
Foreigi curvency gains/ (Insses) 2.0 0.3 2.7 0.2 0.7) (7.9) 2.6 (3.8) 0.8 {0.5)

Prafit from ordinary activities hefore tax? 267.3 339.6  725.9 627.6 4933 4309 518.8 11335 96547 6010
Income tax relating to ordinary achivities® 31.0 0.5 23941 181.7 171.2  103.9 164.1 3714 3213 160.4
Net profit after income tax attributable

to the sharehalders of Santos Lid? 176.3 309.1 4B6.8 4459 322.1 327.0 354.7 762.1 643.4  440.6
Financial position (Smillion)

fotal assets? 4,236.1 4,338,7 4,650.8 50487 5,320.8 5,7218.3 4,836.6 G913 6,029 7,320.2
Net. deht? 1,280.6  1,301.1 as6.6 1,0608 1.162.9 &97.6 11333 1,598.9 1,449.7 1,895.5
Intal equihy 1,939.2 2,056.7 2,310.9 2,720.6 2,863.9 3,067.9 2,357.8 2,964.0 3.355.5 3,310.5
Reserves and production {mmboe)

Praven plus Probable reserves (2P) 966 941 a4 724 732 1136 643 774 &19 879
Praduction 45.6 49.7 56.0 55.7 57.3 54.7 47.1 5.0 G1.0 59.1
Exploration*

Wells dritled {numbar) 81 34 42 26 18 19 16 22 25 10
Expenditure {$million) 180.7 78.1 1001 93.4 1331 136.4 125.6 187.0 258.4 149.8
Qther capitsl expenditure {Smillion)

{letineation and development® 158.1 116.8 1871 308.1 308.8 5180 672.7 6661 B6S.5  954.6
Buildings, plant and equipment 165.7 ice.5 153.% 2587 319.0 G4.9 1311 106.0 182.1 202.2
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Share information
Share issues
As as 31 December 1998 1239 2000 2001 2002 203 2004 2005 2006 2007
Brpicyes Enpicyes finployes B loyee Emplovee Enmloyze Enmiovee Enipioyes Enipioyen impioyre
Share Fian  ShawPisn  Shame Plen/  Share Flan/  Shwre Plan/  Shaw Plan/  Shaom Fan/  Shave Flan/  Sham Aan/  Share Plan/
1fas 8 Erzgutive Brortve Exueative Exuestive Exnirthve Exzartive Exzcutive Execulive
rights {szus Share Marn  Shera Pian/ Share Pan/ Sharefisn/ Sqam Flan/  SharePlan/  SharePlan/  Shars Plan/
Ouardsecf  Bercisrof  Berdsesf  Frerdisend  fxercdse of Beercdseo?  Beercia of
Uptiony/ Options Qpdons Qotiony/ Sptiotsf Gptons/ Optieas/
Sestricied Share Preferzace Adend Civicead Dividend
Shares  Buy-bask! Skare Reimmsimant Rairwstiment Reimamotment
Schames of Stttk #lap Fan  Pln/Ssarz
Arrangement Issuzef Bizy-back
FUELS/
Sanwertible
Iefersnce
Shares
Number of issued ordinary shares
atyear end {million) 6078 608,72 6104 5793 a83.1 5847 5857 594,4 5985  586.1
Weighied average number
of ordinary shares (m:llion) G605.6  606,1 60B.3 612,30 5809 5834 584.9 5879 5962 590.5
Nividends paid per ordinary share (£}
- ordinary 25.0 25.0 30.0 30.0 30.0 30.0 30.0 36.0 40.0 A40.0
- special, - - - 10.0 - - - - - -
Dividends {$mitlion)
- prdinary 151.4 151.5 182.0  184.8 174.2 175.0 175.5 212.4 238.1 235.1
- special - - - 612 - - - - - -
Nirrnber of issued preference shares
at year end (mitlion) - - - 15 3.5 3.5 6.0 6.0 6.0 6.0
Oivideruds paid per preference share (5)
- ordinary 5.40 6.5/ 6.59 5.10 5.06 5.59
- special - - 5.00 - -
Dividends ($miltion)
- grdinary - 18.9 23.0 23.0 30.6 30.4 335
- special - - . - - - 14.3 . - -
Farnings per share {¢)’ 291 51.0 R0.0 72.9 51.9 52.1 54.2 124.4 102.8 68.9
Return on totalrevenss (%) 21.8 32.2 32.1 33.1 21.5 22.1 23.4 30.8 23.1 i1.5
Return on average ordinary equity (%) g1 15,5 7é.3 18.0 13.1 12.3 15.9 35.3 23.8 15.2
Raturn on average capitat employed {30} 7.0 11.4 16.5 13.9 8.9 8.8 1.7 19.8 15.1 10.4
Net debt/{net debt + equity} (%) 39.8 38.7 213 28.0 78.9 22.5 32.5 35.0 30.2 36.4
Netinterest covar (times) 4.4 5.2 9.1 9.7 8.1 8.5 1.3 14.9 10.1 6.4
General
Humber of employees
{excluding contractars) 1,650 1,645 1,631 1.713 1,737 1,700 1,526 1,521 1,67% 1,774
Number of sharcholders 81,286 81,416 76,457 86,472 85,888 84,32/ 8,976 78,147 83,566 77,498
Market capitalisation {$million) 2,604 2,516 3,670 3,589 3,508 4,017 4,065 7,280 5,907 8,274
Hetback - - 18.9 18.4 19.8 20.% 33.3 30.9

i Full year 2008 sales reverue has been restzted to exdude zn $16.8 milicn gain on embedcded derivatives in sales contracts duetoa change in stattory antounting disdosures.
2 From 2005, ‘Tetal uperating revenug” has been reclassified to Total revenue’ and pricr yoar amounts have bean restated.
3 From 2004, amounnts reflect Australian egipvaients to Internativnal Financial Reportng Standards. Prior year sirounts reflect previous Australian Generally Ancepted

Arcounting Principles and have not been sestated.

& From 2001, At

raisal and near-fiald expioration wells have heen reclassified from exploration 1o delineation exnendtire, Prior year amoints have nat heen restated,
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The Directors present their repott together with the financial report of Santes Ltd (Santos or Company) and the consolidated financial
report af the consclidated entity, being the Company and its controlled entities, for the financial year ended 31 December 2007, and the
auditor report thereon. Information in the Annual Report referred to by page number in this report, including the Remuneration Report,
or contained in a Note to the financial statements referred to in this report is to be read as part of this report.

s enetianars onanad $ T PR O S
eoldings amd Dermerers” Maetis

The names of Directors of the Company in office at the date of this report and details of the refevant interest of each of those Directors in
sharesin the Comparny at that date are as set out below:

Surname Other Names Shareholdings in Santos Ltd
Ordinary Franked Unsecured
Shares Equity Listed Securities
Burda Kenneth Charles 35,207 Nit
Dean Kenneth Alfred 4,14% Nil
tliice-Fint {(Managing Divector) Jotut Charles 4,073,860 Nil
Franklin Roy Alexander Nil Nil
Gerlach (Chafrmany Stephen 49,210 Nit
Harding Richiard Michael 608 Nit
Slan Judith 16,639 195

The above named Directors held office during and since the end of the financial year, except for Mi K C Borda, who was appointed a Divector
on 14 Febrilary 20407,

Except where otherwise indicated, ait shareholdings are of fully paid ordinary shares.

At the date of this report, Mr 3 ¢ Ellice-Flint holds 2,500,000 options under the Santos Executive Share Option Plan and subject to the further
terms described in the Remuneration Report. and Nate 30 to the financial statements.

Details of the qualifications, experiencs and special responsibilities of sach Director and the Company Secretary are sot out on pages 3¢ to 3%
o¥this Annual Report. This information includes details of other public company directorships held during the Last thrae years,
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The nuisbes of Directors” Meetings and mestings of committees of Directars held during the financist year and the number of meetings
attended by each Director are as felloves:

Surname Cther Names Environment,
Health,
Safety &
Directors’ Audit Sustainability Remuneration Finance Remination
Meetings** Committee Committee Committee Committee Committee

Mo, of  Ho.of Ne.ef Mo,of  MNo.of MNo.of Ne.of Ho,of Ho.of No.of Mo.of  Ho of
Megs Mtgs Migs Mtgs Ktgs Mtgs Mtgs Mys Mtgs Mtgs Migs Mtgs
Held” Aftanded Held” Attended Held* Attanded Held* Attarded Held* Attended Held® Attanded

Borda Kenneth Charles 14 13 - - - - - - 8 8 - -
Ulean Kenneth Alfred 15 15 4 4 - - - - 9 9 -

tllice-Flint. John Charles 15 15 - - 4 4 - - - - - -
Franklin Roy Alexander 15 15 - - 4 4 - - - - -
Getlach Stephen 1% 14 - 4 6 4] 9 9 2 ?
Harding Richard Michael. 15 14 4 4 4 3 6 G - - F4 2
Stnan Judith 15 14 4 4 - - G 6 - - 2 2

* Reflects tie iumber of meetings held duiing the time the Director held office, ot wes 4 member of the Cuommiltes, during the vear.
** In addition te format ineetings, the Boawd participated in 2 sitevisit to Ruma and fairview,

As at the date of this report, the Company had an audit committee of the Board of Divectos.

Particufars of the Company’s corporate governance practices appear on pages 36 to 45 of the Annual Report.

FE

s

The principal activities of the consolidsted entity during the financial year were: petrotesm exploration, the production, treatment and
marketing of naturat gas, erude oil, condensate, naphtha, liguid patrolesm gas and liquefiad natural gas, and the transportation by pipsatine
of crude oil. No significant chanie in the nature of these activities has occurred during the year.

T o R g g T L
3 Reoview and Resule of Oeravions

A detailed review of the operations of Lhe consotidated entity during the finandal year, the resulls of those operations and the financial
position of the consolidated entity as at the and of the financial year is contained on pages 2 to 8 of the Annual Report. Further detsils
reqarding the operalions, resulls and business sirateqies of the consolidated entity appear in the individual reports at pages 12 to 23 of the
Annual Repart.

In summary, the consolidated net profit after income tax was $460.6 million, a 31.5% decrease fram the previous period comparative result of
£643.4 million. Sales revenue was $2,488.5 million, down 5,5% from 2006,

In particular, revenuas for the Australian segment was $2,356.0 million, an 11.3% dacrease from the 2006 result of $2,6546, 7 million.
International operations recorded revenue growth of 114.2% from 2006 to $131.5 millicn i 2007,

Total praduction was down by 3.1% to 59.1 mitbon barrels of oif equivalent (mmhos), s natural Held deckine and the sale of the US business
was offsel by the start-up of the Oyong project in Indonesia, the acquisition of gas interests in Bangladesh and ongoing field devetopment
and optimisation inftiatives across Santos' portfolio.

o .+\§
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The Directors consider that malters or drcumstances that have significantly affected, or may significantly affert, the operations,
results of operations or the state of affairs of the Company in subsequent financial years are:

+  The saie of Santos’ United States interests;

» ‘the commencement of ail pmducllion from the Gyong develogment in Indonesia;

= The mud flow incident at the Banjar Panji-1 onshore exploration well in Indonesia;

»  The proposal to export coal seam gas from Queenstand including the construction of a Hquefied natural gas Facility at Gladstone:
* The acquisition of an interest in the Sangu gas Held and exploration acreage in Bangladesh;

*+ The passing of legistation by the South Australian Parliament which has the effect of removing the restriction on eny one sharchotdear
having an entitlement to more than 15% of Santos’ shares, effective from 29 November 2008,

On 21 February 2008, the Directors:

{i} resclved to pay a fully franked final dividend of $0.20 per fully paid crdinary share on 31 March 2008 to sharehalders registered in
the books of the Lompany at the close of business an 3 March 2008. This final dividend amosnts to approximately $117.2 million; and

{ii} declzred thatin sccordance with the Terms of Issus, 2 fully Franked dividend of $2.9983 per Franked Unsecured Equity Listed Security
be paid on 31 March 2008 to holders registerad in the books of the Company at the close of business on 3 March 2008, amounting to
$18.0 million.

A fully Franked Hinat dividend of $119.7 miifjon (20 cents per ordinary share} was psid on 2 April. 2007 on the 2006 results. Indication of
this dividend payment was disclosed in the 2006 Annual Report. 1n addition, a fully franked interin dividend of $115.4 million (20 cents
per fully paid ordinary share) was paid to members on 2 October 2007.

In accordance with the Terms of Issue, a fully franked finat dividend of $2.7272 per Franked Unsecured Lquity tisted Security {$16.4 milfion)
was paid on 2 April 2007, Indication of this dividend payment was disclosed i the 2006 Annualt Report. A fully franked interiin dividend of
$2.8592 per Franked Unsecured Equity Listed Securities (§17.2 miltion} was paid on 2 Qctober 2007,

G B mrssanesd e
O s anene e

The consalidated entity’s Australizn operations are subject to varions enviranmental regulations uader Commoernweaith, State and Yerritory
tegisiation, including under applicable petsoteum legislation, under authorisations in respect of its South Austrzlian operations (numbess
EPA BB8, 1259, 2164, 2569, 14145, 14427 and 45060001 issued under the Envireament Protection Act 1983), its Queenstand operations
{numbers 150026, 150101, 150125, 150174, 150175, 150224, 150225, 150238, 150245, 150271, 150275, 150276, 150286, 150287, 150288,
150313, 150347, 150351, 150359, 150329, 150330, 150331, 150332, 150333, 150334, 150343, 150247, 150355, 150359, 150368,
150381,150382, 170520, 170533, 110543, 170544, EA PEN 2000018207, EA PEN 2000054807, EA PEN 2000054007 and EA PEN 200054107
{ssued wrder the Fmvironmental Protection Act 1994) and its Victorian operations (number 54626 issued under the Envronment Protection Act
1970). Applicable legislaticn and requisite environmental licences are specified in the entity's EHS Compliance Datahase, which forms part of
the consatidated entity’s overall Environmental Management System, Compliance performance is manitored on a requiar basis and {n various
forms, including environmental audits conducted by requlatory authorities and by the Company, either through intermal ar axternal resources.
During the financizi year no tines were impesed, no prosecutions were instituted and no otticial directions or notices weve fssued by the
relevant requlatory bodies regarding non -compliance by Santos with the above referenced requlations.
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Except as mentioned below, in the opinion of the Directors there has not arisen in Lhe intervat between the end of the Financial year and the
date of this report any matter or circunistance that has significantly affected or may sigrificantly affect the operations of the consolidated
entity, the 1esults of thuse operations, or the state of affairs of the consolidated entity in future Finarcial years.

Dividends dectared after 31 December 2007 are sef out in Ttem 5 of this Directors’ Report and Nete 23 to the finandal statements.

A T
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Certain likely developments in the operations of the consolidated entity and the expected resuits of those operations in future financiat years
arereferred to at pages 4 to 7 of the Annual Report.

Further information about likety developments in the operations of the consolidated entity and the expected results of thase operations

in future financial years has not. been includex in this report because disclosure of the information would be tikely to result. in unreasonahle
prejudice to the conselidated entity. Further details regarding Ukely develupments appear in the individual reports at pages 14 Lo 23 of

the Annual Report,

3

T Drecrory angd Semerr Execatiess’ Remunarstion

Details of the Company’s remuniesation policies and the nature and amount of the 1emuneration of the Directors and senior management
{including shares and options granted during the financial year) are set outin the Remuneration Repart commencing on page 56 of the
Annual Repart.

Rule 61 of the Company's Constitution provides that the Company indemnifies, on a full indemnity brasis and to the full extent permitted
by law, officers of the Comparty for all losses or labilities incurred by the person as an officer of the Company, a related body corporate or
trustee of a company-sponsoied superannuation fund, Rule 61 does nat indemnify an officer Tor any ability fovalving a lack of good Faith.
Rule 61 also permits the Company to purchase and maintain a Diractors’ 2nd Officers’ insurance policy. No indemnity has been granted to
an auditor of the Company i thelr capacity a5 auditor of {he Company.

In confurmity with Rule 61, the Company is party to Deeds of Indemnity in favour of each of the Directors referred to in this report who held
office during the year and certain senior executives of the consolidated entity. The indemnities aperate to the full extont permitted by law
and are not subject to a monetary limit. Santos is not aware of any lability having arisen, and no claims have been made, during or since the
financialyear under the Deeds of Indemnity.

During the year, the Company paid premizms in respect of Directors’ and Gfficers’ Liability and Legal Expenses insurance contracis for the year
ending 31 December 2007 and since the end of the year the Company has paid, or agreed to pay, premiums in respect of such contracts tfor the
year ending 31 Decesnber 2008, Tha insurance contracls insure against certain lability (subject to exclusions) persons who are or have been
directos or officers of the Company and its controlled entities. A condition of the contracts is that the nature of the tiability indemnified and
the premium payable not be disclosed,

P Nomaaudie services
During the year the Company’s auditor. Ernst & Young, was paid the following amounts in retation to non-audit services it provided:

Taxation services 415,000
Assurance seryices $244,000

The Birectors s:e satisfied, based an the advice of the audit committee, that the provision of the non-audit services detatted above
by Ernst & Young is compatible with the general standard of independence for auditors imposed by the Corporations Act 2001,

The reason for forming this opinion is that all non-audit services have been reviawed by the audit commitiee to ensure they do pot
impact the impartality and ohjectivity of the auditor.

A copy uf the auditor’s independence declaration as required under section 367C of the Corporations Act 2001 1s set out on page 150
of tha Annual Report,

E
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13 Shares undder option

Uniissued ordinary shares of Santos 1td under option at the date of this repart are as follows:

Date options granted Expiry date Issue price of shares Number under option
15 June 2004 14 June 2009 $6.95 100,000
15 June 2004 1 duly 2008 56.95 46,178
23 May 2005 22 May 2015 58.46 33,850
23 May 2005 31 March 2007 58.46 25,500
23 May 2005 22 May 2015 $8.46 542,500
24 Qctober 2006 24 October 2016 $10.48 849,400
4 May 2006 3 May 2616 $11.36 500,000
4 May 2006 3 May 2016 $11.36 LO0C,000
4 May 2006 3 May 26106 $11.36 1.090,000
6 August 2007 30 June 2017 $14.14 201,400
6 Auqust 2007 30 June 2017 $14.34 59,800
3 September 2007 2 September 2017 $12.81 100,000

4,578,728

Options do not confer an entitlement Lo participats in 8 bonus or rights issue, prior to the exercise of the option.
PE Shires fsued on ihe wrarcine of option

the following ordinary shares of Santos Ltd were issued during the year ended 31 Uecember 2007 an the exercise of aptions granted snder the
Santos Executive Shase Option Plan. No Further shares have been issued since then on the exercise of opticns granted under the Santos Executive
Share Option Plan, No amounts are unpaid on any of the shares.

Date options granted Issue price of shares Number of shares issued
18 June 2002 $6.20 150,000
12 Dacember 2003 $6.38 100,000
12 Dacember 2003 $6.38 22,045
15 June 2004 $6.95 100,000
15 June 2004 $6.95 70,003
22 May 2005 $8.46 8,300

455 368

4, !;':\:'.’-:.':"'.'.E.::'.".‘;

Australian Securities and Investrents Commission Class Order 98/10C, dated 16 July 1998, applies to the Company and accordingly arounts have
been rounded off in accordance with that Class Order, unless otharwise indicated.

This report is made on 21 Felruary 2008 in accordance with a resolution of the Directors.

o & J. |
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Director .
21 February 2008 21 Tebruary 2008
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The Birectors of Santas Limited present the
Remuneration Report for the Company and its
contiolled entities for the year ended 31
December 2007. THis Remuneration Report
forims part of the Directors’ Statutory Report.

In order to achieve its objective of delivering
Lop quei tile strateyic operating and
shareholder vatue performance compared Lo
its peers in the Australian and international
exploration and production industry, the
Company needs to have highly capable peopla
avaitable to it. Cansistent with this ohjective,
tha Company's remuneration strategy is
desigried to attract and retain sppropriately
quatified and axperienced Diractors,

e £ Nonsexeds

execitives and statf with the necessary skills
and attribites to lead and manage the
Comipany. The Company’s remunerstion
strategy is therefore critical to the delivery of
the Company's overall strateqic objectives.

fn addition to attracting and retaining talent,
Santos’ remuneration strateqgy also aims to
encourage its employees to strive for
superior performance by rawarding the
achievement of targets that are fair,
challenging, clearly understood and within
the contenl of employees to achieve through
their own actions. For the Company’s most
senior staff, perforinance targets are
primarily aligned vith long-term sharcholder
valee creation.

wector and Sonior Deacurives
GURRT ARG 2AMOS LNRSUTIVESY

Tte Remuneration Reprort sets aut,
remunerztion infermation for the Company's
non-executive Directors, Managing Director
and Senior Executivas, who are the key
people accountable fo; planning, directing
and controlling the affairs of the
consolidated entity. They include the five
highest iemunerated executives of the
Company and Group for the 2007 financial
year, and are listed in Table 1 below.

Eracuime Nz bxoy pbive

Name Paosition Name Position

J C Ellice-Flint Managing Director SGerlach Chairman

J H Andeison Vice President Strateqic Projects K CBorda Birector

3 L Baulderstone General Counsei and Company Secretary! K A Dean Direckor

T.J Brown Vice President Geoscienice and New Ventirres R A Franklin Direckor

MEJEames Vice President Corporate and People R M Harding Director

R M Kennett Yice President Operations? J Sloan Ditector

D) Knox Executive Vice President Growth Businesses? e

M S Macfariane Vice President Development ; :?;g:::; f,ﬁ ;3;::%&—1;007

P C Wasow Chief Financial Officer 2 Appointad on 3 Seprember 2007

RJ Wikinson Vice President Gas Markeling and 4 Appoinudd on 1 Jure 2067 ; previously Executive Vice
Commercialisation . 5 :\‘r;:;’:::zsf:??::t:rjary 2867

J TYoung Executive Vice President Corporate Projacls*

The compatitian for tatent intensified to
record levels in 2007, with buayant market
conditions increasing the already high
demand for appropriately skitled and
experienced staff, Whilst increased
competition for executive talent has heen
absarvad across a number of industries, the
trend has heen particularly marked in the
upstream oitand gas industry due to high
energy prices, increased levals of exploration
and development within the industry and the
transferable natuve of oit and gas industry
sidlls in the international market, Santos”
exposure to this industry trend also reached

new levels in 2007, with the Company’s
increased exploration activity during 2007
incregsing its need for experienced and
qualified staff, Recryitment and retention of
tatented staff therefore represents a critical
challenge for the Group as it continues to
expand its profile and become more aclive in
international and domestic markets.

A second development during the year which
will significantly impact Santos’ future
international and domestic profile is the
South Austialian Gevesnment's decision {o
repeal the Santos Limited (Regulotion of
Shunehiolding ) Act 1989, which restricts any
one shareholder from holding more than 15%
of the Comipany. The Act's repeat will mean

that, for the first tirme in approximatety three
decades, the Company’s ownership structure
will be subject to the full force of the market.

These developments were major influences
on two key remuneration actons the
Compary took in 2007, Firstly, in order to
maximise the retention of its key axecutives
during a possible period of volatitity, ait
Senior Executives {excluding the Managing
Director) and 57 other selected executives
were granted a spacial “Growth Award”. The
Giowth Award comprises Share Acguisilion
Rights or aptions which vest or become
exergisable on the third aimiversary of the
grant date, providing the executive meets
continuous service conditions. Consistent

W
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with the retention fucus, 1o performanre
hurdles apply to the Srowth Award. More
details on the Srowth Award are provided on
pages 63 to 645.

Secondly, the Comperny undertook a detailed
review of its Long-term Incentive (171) plan
in order to assess its overall effectiveness as
a remuneration tool. Vesting of 111 grants
since 2005 has been basad on relative Total
Shareholder Return (1SR) hurdtes, partly
against ASX 100 companias, and partly
against Australizn and international,

N eoe PRPPTURP A URIPTI SN L
Rermunamnion Policy

Exploration and Production (E&P) companies,
The Board was concerned that dee to the
urmique nature of the Company’s assets and
contractual arrangements, comparing it
meaningfully to other companies was
difficult, and hence the plan’s total retiance
on retative TSR was unsuitable,

To addvess these concarmns, the Board decided
to base vesting of half the 2007 LTI grant on
an absolute TSR hurdte. The Directors believe
that the combination of absolute and relative
TSR is a tairer test, given the factors

The Compaiy’s remuneration policy a4 set by Lhe Board is summarised below,

Palicy objective

described above, The Board considers this
change an interim step towards 3 more
individually tailored remuneration stiycture.

More details on the 2007 LTl grant are
provided an pages 63 to 66,

The Board is continuing to assess the
Company’s remuneration arcangemaents

as appropriate, to ensure that these
arrangemtents remain effective in achieving
the policy cbiectives detailed below.

Implementation approach

Nan-executive Directors

To enable the Company to prudently secure
and retain the services of suitabls individuais
to serve as Directors.

Directors” fees are set taking into account,
among other things, feas paid for similar roles
in comparable companies. the commitment,
risk and responsibility accepted by non-
executive Directors, and recognition of their
commerciat expertise and axperiance,

To promote independence and impartiality.

Non-executive Director remuneration does
nok viry according to the performance of the
Company.

To align non-executive Director and
shareholder interests by encouraging the
creation of long-term shareholder value.

Puichase of the Company’s shares by
Birectors is facilitated via the Non-executive
Director Share Plan.

Managing Director amd Senior Executives

To enable the Company to prudently secure
and 1etain the services of suitable individuals
able to contribute towards meeting its
strategic objeclives.

Executive remuneration levels are market-
aligned by comparison against similar roles
in comparable companies,

To encouraqge striving for supertor
performance by rewarding achievement of
targets that are fair, challenging, clearly
understood and within the control of
empleyees to achieve thicugh their own
actions.

A sigrificant compoenent. of executive
remuneration is driven by Company and
individual performance through the
Campany’s short-term and long-term
incentive programs. These comiponents of
remuneration are “at risk”, so execytivas
onty derive value from participating in these
programs where they satisfy challenging
perfotmance hurdles,

Individua! performance aiso affects base
remuneration, The Board intends the base
remuneration of consistently high-performing
axecutives to be higher, in markat terms, than
that of others.

"
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Implemeantation approach

Managing Director and Senior Executives
{continued})

‘o align executive and shareholder interests

by encouraging the creation of long-term
sharehnider value,

Part of execulive remuneration is detivered
in share-based payments, in order to align
enerutive and shareholder interests.

In addition, perfarmance measures for
the “at risk” remuneration components
are linked to sharaholder value creatian,

anvarian in 3007

Total non-executive Directors’ fees paid i a year, incuding Boaid committee fees, cannot exceed $1.500,000, This amount was appioved by

shareholders at the Annual General Meeting held on 7 May 2004. Directors may alsa be paid additional, fees for special duties or exertions, and
are entitled to be reimbuised for all business-related expenses. Thase payments are not included in the maximurm aggregate amount approved
by shereholders, No additional fees were paid during the year,

A30F nopermrutive Divozeny’ foan

£1 3 noreeyaculin

VLTTRRE Liyalwe W g

Board
Chair

Member

Commitiees
Chair Member

fees

$390.000

$130,000

310,500 - $28&,000 $4,000 - £14,000

1 The Chairman of the Board doos not teceive any additional fees for serving en or chairing any Board committes,

Suparannuadon and rMhrament Sene i

Superannuation contributions are made
on behalf of non-executive Directors in
accordance with the requirements of the
Company's statulory superannuation
abligations.

Non-executive Directors appointad prior

to 1 January 2004 (Participating Directars)
are contractually entitled to receiva benefits
upon their retirement pursuant. to

agreements ertered into upon their
appointment, the terms of which were
approved Dy shavehnlders at the 1989 AGM.
Non-axeciitive Directors appointed after

1 Janiwary 2004 are not, entitled to receive
a benefit upon retirement other than
statutory entitlements.

The retirement, benefits of Participating

Directors were frozen with effect from 30
June 2004, at witch Hime their entitlements
ceased to accrue. Howaver, to prevent

erosion in the real value of Lhe frozen
benefits, the Board determined that the
benefits would be indexed annuatly against,
the five-year Australian Governmant Bond
Rate with effect from 1 July 2007.

The increase in Participating Directors’
fiozen benefits during the year as 2 result

of indexation, along with the amount of their
benefits as at 31 December 2007, are set out
tn Table 3 below, The benefits have heen fully
provided for.

Benefitas at  Increase as a result Benefit as at
Director 1 January 2007 of indexation 31 December 2007
S Gerlach $1,130,725 §37,925 51,168,650
J Sipan $346,752 £11,630 $358,382

§ o
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Ir accordance with sharehalder approval
obtained 3¢ the 2007 Annuat Gener al
Meeting, the Nan-exetutive Director Share
Plan (NED Share Plan) was introduced in July
2007, Participation in the NED Share Plan is
volurtary and atl present and future non-
executive Directors are eligible to participate.
Under the NED Share Plan, Directors elect to

sacrifice all or part of their pre-tax tees
in return for an alfocation of shares of
equivalent vatue, The NED Share Plan
tharefore does not involve any additional
remuneration for participating Directors,

Shares are allocated quarterly and ave either
issued as new shares or purchased on the ASX
atthe prevailing market price. The shares are

[Hracter, hut are subject to a restriction

on dealing. in the absence of excapticnal
circumstances, the restriction will apply untit
the Director ceases to hold office or until ten
years have elapsed since the allocation of the
shares, whichaver is earlier.

Details of the shares allocated to Directors
urder the NED Share Plan during the year
are set, out in Table 4 below,

registerad in the name of the participating

A i e Tl BONT

Table g1 200? NED Share 7 5
Octobey 2007 Detember 2007
Director? allocation’ allocation? Total
KC Borda 2,227 2,530 4.757
KA Dean 3000 T 603 3,600
S Gerlach 1,263 1,435 2,698
R M Harding 289 323 612
J Sloan 2.0546 2,299 5,839
1 MrR A Fanklin did ot elect to particizate in 2607,
2 Shares were atiocated Lo the partdcipating [restors on 30 Cctober ot 18,4326 per shate,
2 Shares werealioczted to the pardcipating Diractors or 28 Decembar 2007 at $13.5847 per share.
Dmiofs of mmunercdion faid to noveraclisve Deowers i 2007
Details of tha foes and other benefits paid to Directors during the year are sat out in Table 5 below.
B RonT nonecresrgiive i sentiasiosrion g
Share-based
Short-term benefits Retirement benefits panents
Fees for
Directors’ spectal Super-  Increaseto NED
fees (incd duties or armuation netirement Shave
Committee Fees)? exertions Other'  contributions' benefit #lan Total
S Gerlzch $262,229 - $4,788 $111,678 $37.925 $39,000 $445,620
XCBorda $51,7G4° - - 5i0,672 - 368,750 $131,126
K A Dean $107.575 - o $54.282 o 516.550 $178,407
R A Franklin $140,512 - - $3,195 - - $143,707
R # Harding $34,600 - - $136,440 - $8.800 $184,840
£ Reeny: $19,589 - - $1.763 7 - £21,352
J 4lban 30 - - $54,407 511,630 581,500 $187,537
1 Refer Tabie 2 ubove for details of annual irsctony’ fees and Commitiee fees. Figure shuwn 15 after fee sacrifive 1o superanauation and/or NED Share Plan,
2 MrK{Borda donated his [Frector's fees to charity.
3 This Tigure Tepresents the viive of car parking previded to the Chairman in the Company's head office in Adelxide.
4 Includes superannuaticn guarantee piyments and any veluntary fies saerifice to superannuation.
& Payment to decessed estaie,
W SN
M
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weighitings

Total remuneration for the Managing Directar is made up of the following components, the majority of which are at risk and linked to

shareholder value creation:

= Baseremuneration - comprising salary and superannyation;

+  Short-term Incentive (STI} - an annual bonus linked to Company performance and achisvement of strategic objectives; and

»  Long-term Incentive (LT1) - equily yrants bied to vesting conditions dependent on Santos’ achievement of superiot performance

relative to its peers.

The relative weightings of the three components comprising the Managing Director’s total vemuneration are provided below.

18 of ramunesali

wWngTavini Yy

v Ay
ampanen 13

% of totsl remuneration (annualised)

Fixed Performance-based
remuneration remuneration
STI )1
Managing Director 465 27% 27%

Base samyneiation

Mr Elhce--l'l.mt\s paid a salary from which he
way, if he wishes, sacrifice a proportion for
benefits such as a novated car lease. The
Board recelves external zdvice on Mr Ellice-
Flint’s bas: remuncration, which is market-
aligned by comparison to that of Managing
Birectors of comparable companies.

The Company funds Mr Ellice-Flint's

detined benefit superannuation plan.

On his birthdayin 2067 he became entitled
{0 8 superannuation psyment of 3,22 times
finat average salary. This multiple increases
at a rate of approximately 0.5 times final
average salary on each subsequent birthday
untit the muitiple is capped at 6.00 tinwes
final average salary at 62 years of age.

oo incenidve {571}
Mr Flhce Flint’s ST is based on a number of
agread annuat objectives tinked to Company

perfarmance objectives 2nd delivery of

strategic growth iritiatives, Consistent
with his role as Managing {Hrector, tha
performance measures for Mr Effice-Flint's
S1I comprisa a combination of operational,
financial, hudgetary and ongoing strategic
targets that are diractly related to the
strateqic objectives set by the Board for
tha retevant financial year.

The Remuneration Conunittee assesses
parfarmance against My Ellice-Flint's ofjectives
annually and rmakes a recommendation to the
Beard. These phiectives are directly linked to
the priorities and performance of the Company
across 3 range of ineasures including an
overriding focus on the creation of shareholder
wealth. The maximum ST1 payable is 150%%

of hase salary.

Half of Mr Ellice-Flint’s STI is paid to him

in the Company's shares, These shares are
subject to restrictions on sate, transfer and
hedging tortwo years from their date of

acquisition (restrictions may be lifted eartier
upon termination of the Managing Director’s
eniployment depending on the droumstances).
The cther half of the STLis paid in cash.

For 2007 performance, Mr Elice-Flint was
awarded sn ST payment of $1,950,000 or
115% of base salary,

The Managmg Dxrecter n.cewns his

1.1 in the form of options. Esch option
ertitles Mr Ellice-Flint to acquire one fully
paid mdinary shase in Lhe Compsny at a
predetermined price, subject to satisfaction
ol vesting conditions. The grant sizeis
determined by reference to tha median
grant size given to executives in similar
rales in comparable companies.

At the 2006 AGHM, shareholder approval
was given for the grant of three tranches
of cptions to Mr Ellice- Flint as follows:

Tranche Mumber of gptions Performance period
1 50¢,000 4 May 2006 - 26 August 2007
2 1,GCC,000 4 May 2006 - 26 August 2008
3 1,000,000 4 May @06 - 26 August 2009

L
G
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‘these grants were initally propoesed in
2005, but were held over until the 2006 AGM
pending completion of the Board review of
the overall remuneration package for the
Manaqging freclor, and were ultimately
made on 4 May 2006.

No new LTI grant was made to Mr Ellice-Flint
in 2007.

The exerdsz price for the options granted is
$11.36, being the volume weighted average
price in the ten days up to and including

9 March 2606 (as approved by shareholiders
on 4 thay 2006).

Vesting of each trancha of options is
tased on twa performance conditinns,
2ach applying to one half of the tranche:

« elative TSR against the ASX 100 at.
the beginning of the performance
pariod: and

* relative TSR against a group of Australian
and internationai E&P companies.

At the time of grant, the Board considered the
ASX 100 and E&P companies to be reasonable
comparators against the market generally,
and against Santos” peers. See Appendix 1
(paqge 68) for a Hsting of companies
comprising the comparator groups.

The options granted vest according to the
following schedule:

Santos TSR % of
percentile ranking grant vesting
< 50th percentile 0P
= 50th percentile 50%

52%to 48%
{additionsl 2% lar
each percentils:
improvement)

51stto 74th percentite

z 75th percentile 100%

Perfurma nce conditions may be re-tested
quarterly during the 12-maonth period
commmencing ¢n the earliest exercise date
for a tranche. H the performance conditions

are not. satisfied at the end of that 12-month
retesting period, the options in that tranche
will lapse.

Cansistent with the terms of his service
agrearne nt, the Managing Ditector's
options may vest and become exercisable
upon cessation of his employment.

Whether vesting ocrurs will depend on

the dircumstances - for exampls, where

the Managing Director retires by mutuat
agreems nt with the Board, his ovtstanding
options may vest and become exercisable at.
the Soard's discretion. However, no options
wilt vest or bacome exarcisable where the
Company tarminates the Managing Uirector’s
employnient for cause.

In additicn, where 2n entity becomes
entitled to more than 30% of the Company's
total nurmbrer of voting shares, the Managing
Birector witl be entitled to axercise his
cutstantling options uniess the Boad,

in its discretion, detarmines otharwise.

Tranche 1 options were tested against the performance condition in 2007, with the following results:

ASX 100 comparator group
(applying to 250,000 options)
22nd percentile

E&P comparator group

(applying to 250,000 options)
5L percentile

Santas 1SR ranking st 26 Auqust 2007

Santos TSR ranking at 26 November 2007 (Hrst re-test) 40th percentile 50th percentile
Number of options exercisable Nil 125,000
Tranche 1 options still not vastad by 26 August 2008 will lapse.
wan paid iy Q0T
watis
Share-based Other
Post- payments long-term
Short-term employec benefits employment (LT Termination benefits Totsl
Base salary STI Other Superannuation Options
$1,702,694 $1,8950,000 $1,944 $4987,357¢ $1,898,273° $297,500° 36,837,768

1 Thisamountrepresents the cost, of car parking nroviced up tiy 36 Aprit 2007, From 1 May 2007, the nost of parkin.g ir the Company's new head office was paid
by the Managing Ciractor,

2 Thisamount reflects the accounting value ascribed to the superannuation benefitieflecting the services provided during tie pericd. The actusl zuntributon
made during 2007 hy the Company in resnect of the current. and future entitiements of the Managing Direter was $1,634,2 34,

iremetits of the Accountng Standards, remun eration Saziudes a proportion of the notional valus <f equity comnpensation granted

) v, The notional value of squity instruments which do not vest during Lhe repotting pariod s Jetermined as at the grantdate and
is progressively alleated aver the vesting period. The ancantincluded s remuneration is not related to o1 indicative of tha bensfit [iFany) that the Masiaging Drector
may il mately reatise sheuld the eqaity instnrments vest, The netional value of npiions as attheir date of grant was determired in accorgance with
AASE 2 “Share Based Pzyment” apoiy'ng the Monte Cavly valeation methed. Details of the assumpzions underlying the velustion are set out in Note 30t the
financial stater ents. Tha amounts sat cut above inciede a preportion of the value of cptions granted to the Managing Director in 2004 that had net wastad as
at  January 2007, O the Managing Diractor's tetal reinuseration for the year, 28% consisted of options.

4 ihis amount refresents the Managing Mirector's long servics leave acoruzlas at 31 lecamber 2007,

Lo
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Jarvise Agraamen,

The Company has entered into a sarvice
agreement with the Managing Director. The
sarvice agreement is ongoing untl
terminaticn by the Company or the Managing
[Hrector,

Director's employment on giving 24 months’
naotice. The contract was varied in 2006 to
reduce the notice period to 12 months,
effective from 1 January 2008. Where the
Company exerdses this general right to
terminate, it must make a payment to the

The Company may terminate the Managing
Director's employment at any time for cause.
No paymient in leu of notice witl be made in
this circumstance.

Mr Ellice-Flint may initiate termination

of his service agreement by giving three
munths’ notice,

. Managirig Director equivalent to his base
The service agreement provided that the satary for the full notice period.

Company may terminate the Managing

Santos’ execulive remuneration structuwe
is consistent with the Compsny's “pay for
performance” palicy.

Short-term incentives (ST1) - annuat
tranuses tied to individual and Company
parformance; and

eatative shtdngy
Total remunaration for Senior Executives is .
matle up of the following components:

Long-term incentives (LT1) - eguity grants
tied to vesting conditions tested over a
thiee-year period.

The relative weightings of the three
components comprising the Serfor
Executives’ total remuneration are

+  flase remuneration - comprising salary provided in Tabte 8 below.
and superannuation;

D rEmmunarnhion somLonanm

et s
fabla B Holtive v :

% of total remuneration (annualised)

Fixed Performance-based
remuneration remuneration
TFR STI LTI
Executive Vice Presidenis and Cheef Financial Dfficer 52% 27% 21%
QOther Senior Executives 57% 207 23%

Biig ramunay :
Seninr Executives are paid Total Fixed Remuneration (TFR}, out of which the Company makes
contributions into their superannuation funds of at least the minimum statutory amount,
They may, it they wish, salary sacrifice part of their TFR for additional superannuation

contributions or other benefits such as novated car Leases,

Salary and superannuation

Benefits Senicr Executives do not receive any benefits in addition to TFR.

Executive remuneration levels are market-aligned by comparison against similar roles in ASX
100 energy, materials and utilities companies, excluding BHP Billiton and Rio Tinto due to
their disproportionately larger size and market capitalisation, This bioad industsy group is
used as there are boe few Austratian exploration and production companies of similar size Lo
Santos for benchmarking purposes.

Market alignment

i

PN
Yo

Frequency 5T1 is assessed and paid annuslly.

75% of TFR for the CFO and Executive Vice Presidents.
50% of TFR Tor other Sentor Executives,

Maxirmum STL
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Performance measures T promote collahoration among Senior Executives and to focus their efforts towatds the
overall benefit of the Company, 70% of their ST is based on Company performance. The
remaining 30% is based on the executive's individual performance.

A range of Company performance metrics is used in eider ta drive balanced business
perfoimance. These metrics inclede tagging indicators Lo assess the Company's past
performance, as weltas forward-looking indicators to ensure the Company is positianing itself
well for future growth. The metrics include reseive grovth, reserve replacement cost,
praduction, margin, new growth eptions, shareholder vatie creatinn, people, ervironment,
health and safety and continuous improvement. Individual performance is assessed against
targets set within each executive’s area of responsibility.

Assessmeni of performance Individual performance is assessed by the Managing Directar, who makes a recommandation
to the Remuneration Committee.

Camgaty perfarmance is assessed by the Remuneration Committee. Each metric is sesessed
against target and assigned a score on a five-point scale. The average of these scares forms
the averall Company performance scove.

The Remuneration Committee then makes a recommendation to the Board as to the amount of
STI to be paid to each Senior Executive (hased an both individual snd Company performance),

The Board believes the above metheds of assessmert are rigorous and transparent and
provide a balaniced gssessment of the executive's perfarniance.

Payment method Cash.

ST awarded in 2007 Company performance against the metrics in 2007 resulted in an average S17 of 80% of
rraximum payable to all eligible employaes.

2007 S1T awards made to individual Senior Executives ranged from 67% to 84% of masimum,
The difference hatween actual STl paid and maximum S71 was forfeited.

N ANTENNYER

The tompany made two LTI grants £o its Senior Executives in 2007, These were:
*  a“Parformance Grant” subject to satisfaction of performance conditions tinked to delivery of sustained returns to sharehotders; and

» 2 “Growth Award” that has 2 specific retention focus and is subject to 3 service condition. The Board’s. reasons for g anting the Giowth
Award arz explained on pages 56 to 57,

Both Lhe Performance Grant and the Growth Awaid were granted, at the executive's election, in the form of either:

»  Shnre Acguisition Rights (SARs) - a conditional entitiement to a fully paid ordinary share at zaro price, subject to satisfaction of vesting
conditions; or

»  (otions - an entitiement Lo acquire a fully paid ardinary share at a predetermined price, subject Lo satisfaction of vestinig conditions,

The size of the grant made to each executive was determined by reference to the median grant size offere:d to executives in similar reles in
comparable companies.

Vesting details of the Performance Grant aiv the Growth Awaid s1e summarised in Table 9 below. In addition, Table 11 contains details of the
number and value of SARs and options granted to Senior Executives in 2007,

-
bYods

7
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Growth Award

Vesting period

1danvary 3007 to 31 December 2009,

1 July 2007 o 30 Sune 2010, excepl for
tr 0 J Knox {see below).

Vesting condition

Vesting of this grant is based on two
pesfarmance conditions, each applying
to 50% of the grant:

»  relative TSR against Austratian and
international E&F companies (see
Appendix t (page 68) for a tisting
of the ratevant companies); and

* anannualised compound absotute
TSR Ltarget of 11% over the perfarmance
period,

The Board’s reasons for using these
perfermanca conditions are explained an
page 56 to 57.

For all Senior Executives except Mr D J Knox,
vesting nf the Growth Award is based on
centinwous service to 30 June 2010, or thiee
years frgm the grant date.

Far Mr D 3 €nos, vesting of the Growth
Aviard is based on continuaus service to
2 September 2010, which is thres years
fiom his date of commencement with the
Company.

Vesting schedute

Retative TSR condition

Santes TSR % of
percentile ranking grant vesting
< 50th percartile o
= 50th percentile 50%
Slst to 74th percentile 52% to 98%
{additionai 2% for

edch percentile

improvement}

= 75ih percentile 100%

Ahsotute TSR condition

0% iFannuzlised compound TSR is less
than 11%.

100% il anhualised compound TSR is
11% or greater,

0% if the continuous service condition is
not mat,

100% if the continuous service condition
is met,

fxercise price

$14.14 for options, being the valume
weighted average price in the week up to
and including the grant date of 1 July 2007,

SARs have no exercise price.,

As tor Performance Grant.

Re-testing of performance conditions

There is no re-testing of the performance
conditions if they are not satisfied.

Not applicable.
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Hpan cessation of employment, SARs which have not alresdy vested and options which are not exercisable will, in general, lapse and be
forfeited. Howaver, if cessation occurs due to death, disability or redundancy, or in special circumstances approvad by the Board, then a
proportion of the SARs and options may vest and become exercisable,

Where there is a change in contrel, the Board may determine whether. and the extent to which, SARs and aptions may vest.

In 2007, a Performance Grant, with the performance peried 1 January 2004 to 31 December 2006, was tested aqainst its TSR hurdles relative
o ASX 100 and E&P comparator groups. The Company’s TSR percentile ranking against both comparator groups was hedow the S0th percentile.
therefore all the 5ARs and options fssued in this grant failad to vast, and consequently lapsed.

Post- Share-based payments®
short-term employee benefits employment (LTIs)

, Other

Super- tong term
Base salary s Other: annuation SARs  Optlons  Termination  benefits* Total
J H Anderson $426,902 $159,500 £1,944 $44, 542 $61,371  $35,458 - $119,457  €889,174
J L Bauldarstone $379.,833 $1672,000 £1,463 338,340 55,916 $33,200 - - S675,751
V.1 Brown $460,358 $162,700 $1,944 312627 $61,826  $36,330 - $57.923 $804,708
MEJTamas F505,228 5235,100 31,944 $52,766 $135,576 $22,181 - 322,682 39754717
R M Kennstt $391,597 S5187,500 $1,976 $66,082 $72.549 - - $234,560 $9%4,264
3J Knox $230,403 $143,300 - $21,792 $65,429  $28,143 - - $489,067
M S Macfarlane $426,902 $180,700 £1.%44 $44,542 $78,517  $22,582 - $108,407 3$B63,884
P ( Wasow $631.261  3406,900 $1,944 $12,686 $158,421 - - $57,732 $1.268.945
RJ Wilkinson $411,455%  S2072,800 £1,%44 $81,752 $118,370 - - $104,229  $925.%%1
J TYouny $£383,216 $239,200 $1,944 $12,686 $135,084 £33,1R86 - $99,397 $904,713

1 Vheseamounts represent the cost of oar parking provided rardy in the Company's old head office premisas in Adelaide and partly in it current premises, up to 20 Apri
2007. On 1 May 2007. the orst of paricng in the Company’s current head office was added w TFR, and from then on Executives wore required to obuain parking via salary
sactifice.

2 Thisacunt refiects the accounting value sscribed Lo the superantivation benefit reflecting the serdces provided during the penied. The actual sontributon irdde
suring 2007 by the Companyin respect of the current an g future entiziements of Mr1.) Hrown was §12,686.

3 In agmordence with the requirements of the Acooun Sng Standards, rem yneration ingludes a proporton of the iotional value of equity comrpensaticn granted or
outstanding during the year. The notional velue of equity instriments which da astvest duting the reporting pericd is deteninined as st the grant date and is
pragressively stocabed over Lhe vesting peticd. The amountincluded us remuneration is not related £ or indicative of the henefit {if any) that individual executives
may ulimately reslise shonld the equityinstraments vast, Tha negional vaiue of $ARs 2nd options as at their gate of grant was determined in accordance with AASR 2
“Share Based Payment” applying the Monte Carto valuation methed. Details of the assumptions underlying the valuation are et cut is Note 3¢ 0 the financial
staternegnts. The amounts sl out 2beve include 3 proportion of the vatue of SARs and Gptions granted doring 2007 under the Performance Srant and Growdh Awards as
vielt a5 3 propartion of the vaine of SARs and optians grantad in previous finarcial years that had not vosted as 2t 1 January 2007, Tha parcentage of each Seaior
Execitive’s tets) remumeration for the year shat consisied of SARs anc opons are as toilows:

J F Anderson 1%
J L Lauiderstane 140
' 12%
Ml Eames 146%
M § Maciarlane 8%
R M Cennatt. 15

i3 J Krox 12%
F CWasow 2%
RJ Wiikinsan 13%
JTY¥ounyg G0

G
4 ‘These smounts represent Senfor Exnciitives’ long service leave accruals as at 31 fiecember 2007.

L
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e 11 i granted ta b Urnutivey {n BOG7
Number Maximum  Exercise

Executive granted value? price* Exercise pariod Expiry date
J H Anderson

SARs (Performance Grant) 13,500 $134.325% 1 January 2017

SARs (Growth Award) 13,500 $172,530 1 January 2017
J} L Baulderstone

Options (Perfurmance Grant) 50,000 $166,000 $14.14 1January 2010 - 31 December 2016 1 January 2017

SARs (Performance firant) 18,450 $122.385 1 January 2017

SARs {Growth Award) 18,450 $157,194 1 January 2017
T Brown

SARs (Performance firant) 13,600 $135.320 1 .January 2017

SARs {Growth Award) 13,600  $173,808 1 January 2017
MEJ Fames

SARs (Performance Girant} 16,000 $159.200 1 January 2017

SARs {Growth Award) 16,000  $204.430

1 Januavy 2037

R M Kenneit

SARs (Parformance Grant} 9,100 $90.545 1Janvary 2017

SARs {(Growth Award) 9,100  $116,208 1 Januvary 2017
01 J Knox

SARs (Performance Grant} 50,000 $458,000 3 July 2017

Options (Growth Award) 100,000 $197,000 $12.81 1 July 2010 - 39 June 2017 1 duly 2017

M S Macfartane

SARs Performanes Grant) 13,500 $134.325 1 January 2017

SARs (Grovth Avard) 13,500 $172,530 1 January 2017
P Wasow

SARs (Parformance Grant) 18,500 $184,075 1 January 2017

SARs (Growth Aveard) 18,500 $236,430 1 January 2017
R J Wilkinson

SARs {Performance Grant) 14,100  $1490,29% 1January 2017

SARs (Growth Avard) 14,100  $180,198 1 January 2017
J T Young

SARs | Farformance Grant) 19,500 $194,025 1 January 2017

SARs {Growth Avard) 19,500 §249,210 1 January 2017

3 Nosdditonsi SARs or options ware grantad £0 the Maraging Diractar in 2007,

2 Thegrants made t the senior executives during the year constitated 100% of the grants available for the yoar. As the SARs and Options only vest on satisfaction of
service and/ar rerformance conditions to be tested {n future financial years, none of the SARs or Uptices detailed above were Torfeited during the yeur. Detsiis of the

relevanit service and performiance conditivrs (including the zpplicable vesting periods) aresec out in Tatile 9 above.

3 Menimam vaslue represents the fair value of the Performance Grants and Growth Awards as attheir grantdate of ) July 2007, except for D3 €nox's grants which hada
grant date of 2 Segtember 2007, The Monta Carie simuiation eppreach was used to determine the value of the SARs and options granted. Details of the assumptions
underlying the valuation are set outin Note 30 Lo the finandal st2tements. Yhe sninimum wotal vatue of Lhe grank, i the anplicable vesting conditions sre ot met,

is nit in atl ases.
4 [f theyast, YARs are granted at nit price without. the requirement, to exsreise them,

Service Agreamemy

The Company has entered into service
agreements with the Sanior Exacutives.
The service agreernents are ongoing
uniil termination by the Lompany or
the Senior Executive.

Mr J TYoung's service agreement may bea
terminated by either party by giving three
months’ notice. The service agreements of all
other Senior Executives may be terminated by
the relevant executive by giving six months’
notice, or by the Company by giving 12
months’ notice. In the case of a Company-
initiated termination, the Company may make

a paymentin bew of notice equivatent to the
TFR the executive would have received over
the notice period.

All Sentor Executives” service agieements
may be terminated immediately for cause,
whereupon no paymernts in lieu of notice or
other terminatian payments apply.
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Table 12 sets out Lhe Group's performance aver the past: five years in respect. of the key financial and nen-financisl indicators. Table 12 also
shows how the size of the STI poal availabie to Senior Executives has varied over this period, driven by performance across these key indicators
as well as other strategic achievements which position the Company For future giowith .

fabla Yo Ko shortdorm Lo GhE

2003 2004 2005 2006 2007
Safety (totalrecordable case frequency rate) 7.2 G.4 4.9 6.4 5.3
Producton (mmbos} h4.2 4.1 56.0 61.0 59.1
Hethack (A$/boe) 18.4 19.8 29.4 33.1 30.8
Reserva replacement cost - 1P (A$/boe) B.6 16.8 12.4 14.5 13.3
Reservs replacement rats - 1F (%) 148 izl 218 143 175
Size of ST1 pool {% of maximum) 71.5 80.0 85.0 70.0 20.0

‘The Company's TSR for 2007 was 48%:. The grzphs below show the relationship aver the past five years hetween the Company's 1SR and share price growth,
being two key indicators of fung-teim Company performance, and the percentage of LTI grants to Semor Executives Uhut vested, The graphs demostiste
how the levelof Senfor Executive reward derived from LT grants is dependent upon the delivery of sustzined shove-average returns Lo shareholders.
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| The

ISR growth shewn above incorporates

| dividends and capital returns the Company
wnade to shareholders during the past five

years, Dividends paid by the Company in the
past Mve years are as follows:

{Dividends per ardinary share)

2003 $0.36
2004 $0.30
2005 $0.36
2006 $0.40
2007 $0.40
The following capital returns were made in

the

2093 . 2007 perivd:

[n conjuncion with its $600 million
offering of Redeemable Conver tible
Preference Shares {or FIELS), on 30
September 2004 the Company redeemed
and bought: back the entire 3,500,000
Resaet Convertible Preferance Shares on
issus at that dste. 2,865.821 ware
redeemad at face vatue and reinvested in
FUELS, 489,774 shares were beught back
for $105 each and cancelled, and
144,405 weie redeemed at face value.

0On 30 June 2007, the Company bought
back 24,671,275 fully paid ordinary
shares, representing 4.10% of fully paid
ordinary shares on issue af that date, at a
pice of $12.16 per share,

W gy

Comparator group 1 - ASX 100 companies
as at 4 May 2006,

Comparator group 2 - Australian and
international E&P companies:

Anadarke Petroleum Ltd
Apache Corp

Austratian Worldwide Exploration (1d
Cairn Energy PLC

Cheszpeake Energy Corp

EQG Resource Inc

Forest Oil Corp

Haidman Resources Ltd

Kerr McGea Carp

Murphy Qil Corp

Newfield Exploration Co
Nexen Inc

Noble Energy Inc

Oil Search it

Pioneer Natural Resources Co
Pogo Producing Co

Premier Ot PLC

Talisman Energy Inc
Woudside Petroleum Lid

XTO Energy Inc.

it £ Parfooresaisos
wative LY Perforrnany

»yd
for o

o e
A AT

Australiz n and international E&P companies:

Anadarko Petroleum td
Avache Carp

Australiz n Worldwide Exploration Lid

Cairn Energy PLC
Chesapeake Energy Corp
EOG Rescurce Ine

Farest DIk Corp

Hurphy it Corp
NewHeld Exploration Ca
Nexers b

Noble Erergy Inc

Oil Search Ltd

Pinneer Natursl Resources Co
Poge Producing Co
Pramier ILPLC

Talisman £nargy Inc
Woodside Petroleum Ltd
X370 £nergy Inc.
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Income Statements
for the year ended 31 December 2007

Consolidated Consolidated Santos Ltd
2007 2006 2007 2006
Continring Discontinued Total Continuing Giscontinued Total
Hote  $milion  $million  $million $million Smillion $million  Smitlion Smillinn
Product sales 2 2,458.4 300 2,483.5 2,08%.1 61.2 2,750.3 974.3 1,187.1
Cost, of sales 3 (1,446.3) (5.8) (1,652.3) (1.302.2)  (35.2) (1,337.4) (643.3) (703.3)
Gross profit 1,0121 24,3 1,036.4 1,386.9 26.0 1,412.9 331.0 4038
Other revenue 2 291 - 29.1 25.0 - 29.0 9013 31.3
Other income 2 81.7 {69.6) 12.1 25.0 38.9 63.9 15.6 6.1
Other expenses 3 {317.8) {20.5) (338.3} _ (325.4) (82.7)  {41R.1) 169.7 {401.4)
Operating profit/(loss} before net
financing costs 805.1 {65.8) 739.3 1.115.5 {27.8) 1.087.7 1,417.6 119.8
finandalincoma 5 13.6 08 14.4 12.0 0.6 12.6 188.8 36.9
finandal expenses 5 (152.7) - (152.7)  (135.5) (0.1} (135.6) {(294.4) (169.6)
Het financing (costs)/income {139.1} 0.3 (138.3)  (123.5) 0.5 (123.0) {105.6) (132.7}
Profit/{loss) before tax 666.0 {65.0) 601.0 992.0 {27.3} 964.7  1,312.0 {12.9)
Income tax expanse 6  (159.8) (0.6) (160.4)  (321.1) (0.2)  {321.3) (38.0)  (97.6)
Net profit/ (loss) for the periad 506.2 (65.6) 440.6 670.9 {21.5) 643.4  1,274.0 (110.5)
Attributable to:
Minority interest - - - - - - - -
Equity hotders of Santos Ltd 506.2 {65.6) 440.6 676.9 {27.5) 643.4  1,274.0 (110.5)
506.2 {65.6)  440.6 670.9 (215  643.4 12740  (110.5)
Earnings per share attributable to the
ordinary equity holders of Santos Ltd (¢)
Basic caraings per shate 24 80.0 48.9 107.4 102.8
Mluted earmings pershare 24 78.9 68.7 103.1 93.9
Dividends per share ($)
Ordinary shares 23 0.40 0.40
Redeemabla praference shares 23 5.5864 5.0575

The income statements are to be read in conjunction with the notes to the consolidated finandal statements.
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Balance Sheets
as at 31 December 2007

Consolidated Santos Ltd
2007 2606 2007 2006
Note $million $rmillion $mittion Smillion
Current assets
Cash and cash equivalents 8 200.5 k8.7 56.8 52.8
Trade and other receivables 9 607.4 487.5 20B.5 235.7
Irwentories 10 241.5 674 115.9 75.0
Derivative financial instruments 11 84.1 36.1 - 1.3
1,133.5 8449.7 381.2 364.8
Assets classified as held for sala 7 - 210.8 - -
Total current assets 1,133.5 1,060.5 381.2 364.8
Non-currantassets o mmmmmmmmmm—m——nmmnmyyyyyym—m——
Receivahlas 9 - - 1,304.8 1.263.8
Exploration 2nd evaluation assets 12 332.4 360.3 15.5 207
Oil and gas assets 13 5,524.4 5,232.7 1,650.1 1,719.5
Other land, buildings, plant and equipment 14 134.8 117.2 107.4 94,2
Available-for-sale financial assets 16 15.6 45,2 15.6 20.3
Other financial assets 17 32.7 11.9 3,488.4 2,841.7
Neferied tax assels 18 86.8 5.1 - -
Tatal non-current assets 6,186.7 5,842.4 65,5818 5,360.2
Total assets 7,320.2 §,902.9 §,963.0 6.325.0
Current liabitities
Trade and other payables 19 661.4 4418 642.9 562.9
Deferred income 12.0 G.4 1.7 1.7
Interest-bearing loans and borrowings 20 103.1 269.3 -
Current tax Babilites 30.5 213.5 28.7 207.8
Provisions 21 112.4 1321 65.1 60.4
Other current Uabilities 22 12.0 8.9 -

331.4 1.002.0 738.4 a32.8
tiabilities directly associated with assets classitied as held for sple 7 ) - ‘6.8 - -
Total curvent Habilities 9314 1,308.8 738.4 832.8
Non-current liabilities
fleferred income 8.8 11.3 - -
Interast-bearing leans and borrowings 20 1,992.9 1,365.4 2,478.2 2.583.6
Deferred tax liabilities 18 £25.6 517.5 54.1 65.3
Provisions 21 543.6 5418 162.8 1B4.8
Other non-cuirent labilities 22 T.4 1.6 - -
Total non-current tabilities 3,078.3 2.438.6 2,700.1 2.831.7
Total Habilities _1_5_,‘009-7 3.547.4 3,438.5 3.666.5
Net assets 3,310.5 3.355.5 3,524.5 2,658.5
Equity
1ssued capital 23 2,331.6 2.254.4 2,331.6 2,254.4
Reserves 23 (272.9) (200.3) 7.4 2.4
Retained earnings 23 1,251.8 1,301.4 1,185.5 4017
Equity attributable to equity holders of Santes Lid 3,310.5 3,355.5 3,524.5 2,658.5
Fquity attributable to minerity interest. - - - -
Total equity 3,310.5 5.955.5 3,524.5 2,658.5

The batance sheets are ta be read in conjunction with the nates to the consolidated financial statements.
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Cash Flow Statements
for the year ended 31 December 2007
Consolidated Santos Ltd
2007 2006 2007 2006
Note $million $million $miltion Smillion
Cash flows from operating activities
Receipts from customers 2,555.1 2,860.6 1,036.6 1,267.4
Dividends received - - 874.0 -
Interest received 14.2 2.6 188.7 36.9
Overriding royallies received 14.7 14.7 22.0 21.3
Insurarce proceeds recaived 18.3 9%.4 - 36.0
Pipeline tariffs and olher receipts 83.0 29.2 20 49.4
Paymants to suppliers and employees (808.4) {915.7} {313.4) (393.6}
Royally, excise and PRRT {payments)/refunds (150.0} £94.2) (56.3) 21.0
Boriowing costs paid (128.4) {119.0) {280.6) (156.6)
Income taxes paid (384.6) {333.3) {231.1) (282.9})
Net cash provided by operating activities 28 1,213.9 1,550.3 1,241.9 6G0.9
Cash flows from investing activities
Payments tor:
Exploration and evaluation expenditure (279.8) (z77.0) {80.5) {41.9)
Uil and gas assets expenditure (919.4) {7218} (324.3) (267.9)
Other fand, buildings, plant and equipment (58.5} (54.9) {47.7) {49.5)
Acquisitions of oil and gas assets (33.5}% {113.6) - {14.8)
Acquisitions of controdied entities {75.7} (5.2) (4.5} -
Restoration expenditure {36.4) (35.0% (2.7) {4.2)
Share subscriptions in controtled entities - - (245.2) (176.0)
Other invasting activities 3.5 (20.5} (1.8} (5.1)
Proceeds from disposal of non-current assats 0.6 66,3 - 16.1
Proceeds from disposal of discontinued operations:
Non-curient assets 6.1 - - -
Controlled entities 73.4 - - -
Proceeds from disposat of other investments 52.2 - 23.8 -
Met cash used in investing activities {1,265.5) (1,261.1) (682.9) {549.9)
Cash flows from financing activities
Dividends paid {217.0) {231.7) {217.0) (231.7)
Praceeds fiam issues of ordinary shares 93.8 5.7 93.8 5.7
Otf-mar ket buy-back of ordinary shares (302.0} - (302.0} -
Repayments of barrowings {1,703.1) (1.532.8} - -
rawriown of borrowings 2,182.6 1.506.8 - -
Receipts from controlled entities - - 166.8 2151
Payments to controlled entities - - (296.4) {52.9}
Net cash provided by/(used in} financing activities 54.3 {312.0} (554.8) (63.8})
Met increase/{decrease) in cash 2.7 {22.8) 4.2 (i2.2)
Cash and cash equivalents at the beginning of the year 200.0 229.2 52.8 65.%
Effects of exchange rale changes on the batances of cash held in
foreign currencies (2.2) (6.4) 0.2} (C.5)
Cash and cash equivalents at the end of the year & 200.5 200.0 56.8 h2.8

The cash flow statements are to be read in conjuncticn with the notes to the consolidated financial statemants.
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Statements of Recognised Income and Expense
for the year ended 31 December 2007

Consolidated Santos Ltd
2007 2006 2007 2006
Note $million Smillion $miltion $mithion
foreign exchange translation differences {101.8} (61.6) - -
Met gain on hedge of net irvestment inyforeign subsidiaiies 62.6 2.0 - -
Change in fair value of available-foi-sale Financial assets, net of tax 17.4 1.6 14.7 {2.0)
Share-based payment transactions n 5.2 2.6 5.2 2.6
Actuarial gain/(loss) on defined benefit plan, net of tax 29 &4 (e 4.4 {6.3}
Ret incomef {expense) recognised directly in equity (12.2) {25.7) 24.3 {573
Transfers (net of any relatad tax):

Transfer to profit on salz of available-for-salz financial assets (23.6) - {9.7)

Transfer to profit on disposal of foreign operation {27.2) - - -
Prafit/ (loss) for the period 440.6 543.4 1,274.0 (11G.5)
Total recognised income and expense for the period 377.6 S1L.7 1,288.6 {116.2}
Attributable to:

Equity holders of Santos 1td 23 377.6 61707 1,288.6 {116.2)

Minority interest - - - -

377.6 Gx47 1,288.6 {116.2)

Other movenents in equity arisireg from Lransactions with ownels as owners are seb oul in note 23,

The statements of recognised income and expense aré to be read in conjunction with the notes to the consolidated financial statements.
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Notes to the Consolidated Financial Statements
for the year ended 3| December 2007

. SIGNIFICANT ACCOUNTING
POLICIES

The Hinandalreport of Santos Lid (“the
Company”} for the year ended 31 lecember
2007 was authorised for issuein accordance
with a resolution of the lirectors on

21 February 2008.

Santos Lid (the parent) is a company limited
by shares incorporated in Australis whose
shares are publicly traded on the Australian
Secyrities Exchange ("ASX") and is the
uitimate parent entity in the Group. The
consolidated financisl report of the Company
for the year ended 31 December 2007
comprises the Company and its controiled
entities {*the Group”).

The nature of the operatians and principal
activities of the Group are described in the
Directors’ Report.

{A) STATEMENT OF COMPLIANCE

The Financial repuetis a general purpose
finzndialveport which has been prepared
in sccordarnce with the 1equirements of
the Corporations Act 2001, Australian
Accounting Standards and other
authoritative pronouncemw nts of the
Austratian Accounting Standards Board.
Compliance with Austratian Accounting
Standards ensures that the financial
statements and notes of the Group and
Lhe Company comply with International
Financiai Reporting Standards {“IFRS<").

(B) BASIS OF PREPARATION

e

The financial report is presentad in
Austratian dollars.

The financial report is prepared on the
historicat cost basis, except for
derivative financial instruments and
available-For-szle financial assets, which
are measured at fairvatue.

The Company is of 3 kind referrad to in
ASIC Class Order 98/100 dated 10 July
1998 {updated by (lass Order 03/641
effective 28 July 2005), and in accordance
with that Class Order amounts in the

Firancial report and Directors” Repork
have heen rounded to the nearest
hundred thousand dollars, unless
otherwise stated.

Adoption of new accounting stondards

The Graup has adopted the following
standards and interpretations, and all
consequential amendments, which
became applicable on 1 January 2007.
Adoption of these standards and
interpretations has only affecter the
disclosure in these financial statements.
There has not been any impact on the
financial positien or parformance of

the Group.

*  AASB 7 Financia! Instruments:
ihsctosures

*  AASB 101 Presentatinn of Finandinf
Statements (issued in Ortober 2006}

*  AASB 2C05-10 Amendments to
Austrolion Accounting Standurds
(AASB 132, 101, 114, 117, 133, 139, 1,
4, 1023 und 1038)

* Interpietation 10 Inlerim Financicl
Reporting vad Impuirmenit

The Group has also carly adopted the
amendinents to Australian Accounting
Standards as set outin AASE 2007-4
Amendments to Australion Accounting
Standords erising from ED 151 gnd Other
Amendments.

The following standards, amendmants
and interpretations wers available for
edrly adoption but have not been applied
by the Group in these finandal
statements:

* AASB 8 Operoting Segments

«  AASB 101 Presentation of Finandal
Statements (issued in September
20073

*  AASB 123 Aomowing Costs

= AASB 2007-1 Amendments fo
Austrelian Accounting Stendords
wising from Interpretotion 11

»  AASB 2007-3 Amendments t
Australion Accotnting Standards
arising from AASH 8

*  AASB 2007-0 Amendments to
Austration Arcotinting Standards
arising from AASH 123

*  AASB 2007-7 Amendments to
Austration Accounting Standards

= AASB 2007-8 Amerndments to
Austration Accoueiting Staridards
orising from AASB 101

o Interpretation 11 Group ond Treasury
Shors Tronsoctions

*  [nterpretation 14 AASE 119 . The
Limit on A Defined Benefit Asset,
Minimum Funding Reguirements and
their Interuction

The Group plans to adopt tha above
standards from 1 January 2002 and the
interpretations from 1 January 2008,
The initial application of the standards
and interpretations are not expected to
have an impact on the financial results of
the Company and the Group.

The following Austratian Accounting
Standards Board interpratation was also
avaitable for arly adopton but has aat,
been applied by the Company in thesa
financial statements:

» [nterpretation 1003 Austration
Fetroleum Resource Rent Tex

The interpretation specifies that
Austratian petroleum resource rent tax
falls within the scope of AASB 212
Incema Taxes, and is applicabls to annuat
veporting periods ending on or after

30 June 2008, The Group plans to adopt
the interpretation from 1 January 2008.

74




SANTOS Ltd

28/03/2008 9:40:32 PM PAGE

80/163 Fax Server

Santos Annual Report 2007

LSIGNIFICANT ACCOUNTING

POLICIES (CONTINUED)

Had PRRT and similar taxes been
accounted for as an income tax under
AASB 112, a deferred tax liability of
$306.5 million would have bezn
recognised {2006: deferred tax Hahitity
$210.0 million). Profit before tax
would have increased by $116.6 million
(2006: $44.8 millian). the incom: tax
expense aitributed to thesa taxes
woiild have been $213.1 million

{2006: $251.3 million axpense), and
profit after tax would have decroased
by $96.% mitiion (2006: $206.5 million
decrease).

The accounting policies set out below
have been applied consistently to all
periods presented in the consolidated
finandal report.

The accounting policies have heen
consistently applied by the Growp.

{C) BASIS OF CONSOLIDATION

Subsidiaries

Subsidiaries are entities contrsfled by
the Company. Contiol exists when the
Company hay the power, directly or
indirectly, to govern the financial and
operaling policies of an entity so as

o cbtain benefits from ils activities.
In assessing control, potentiat voting
rights that presently are exercisable or
cornvertible a1e taken into account, The
financial statements of subsidiaries are
included in the consolidated finandal
statements from the date that contiol
commencaes untilkhe date that control
ceases. On agquisition, the assats,
Labilittes and contingent: liabilittes of a
subsidiary are measured at their fair
value at the date of acquisition.

investinents in subsidiaries are carried at
their cost of acquisition in Lthe Company’s
finandal statements.

Intragronp halances and any unrealised
gains and Insses orincome and expenses
arising from intragroup transactions are
eliminatad in preparing the consolidated
financial statzments.

Minority interests

Minarity interests in the net assets of
consolidated entities are allocated their
share of net profit after tax in the
income statemment, and are identified
separately from the Group's equityin
those entities. Minority interests consist
ofthe amount. of those interests at the
date of the original business combination
and the minority's share of changes in
equity since the date of the combination.
Where the minerity interast has losses
greater than its equity interastin the
consolidated subsidiary, the excass and
any further losses applicable to the
minority interest are attocated against
the Group's interest. If the minority
interest subsequently reports profits, the
profits are allocated to the Group until
the minarity’s share of tosses previously
ahsorbed by the Group have been futly
recovered.

Jointly controlled assets

Santos’ exploration and produchion
activities are often conducted through
jotnt venture arrangements govarned by
joint operating agreements, production
sharing contracts er similar contracteal
reiationships. A summary of the Group’s
interests in its significant joint ventures
is included in note 27.

Ajoint venture characterised as a jointly
cantrolled asset invotves the joink
control, and often the joint ownezrship,
by the venturars of one or more assets
contributed to, or acquired for the
purpese of, the joint venture and
dedicated to the purposes of the joint
venture. The assets are used to oktain

trenefits for the venturers, Fach venturer
may take a share of the output from the
assets and each bears an agreed shara of
axpenses incurrad. Each venturer has
controt over its share of future economic
banefits through its share of jointty
contrelled assets,

The interests ot the Company and of the
Group in unincorporated joink ventyres
are hrought to account. by recognising
in the finandal statements the Group's
share of jointly controlled ass=ts, share
of expenses and Habilitizs incurred, and
the income from the sale or use of its
share of the production of the joint
venture in accordance with the revenue
policy in nota 1{X}.

Jointly controlled entilies

The Group has interests in joint ventures
which are jointly controlled entities,
whereby the venturers have contractuat
arrangements that establish joint control
over the economic activities of the
antities, the Group recognises its
interestin jointly contralled entities
using proportionate consolidation,

by combining its shara of the assets,
liabilities, income and expeanses of the
Jjoint venture with stmitar ine items in
the consolidated finandal statements.

{2} FOREIGN CURRENCY

Foreign currency transactions

Tiansactions in foreign currencies are
translated 2t the foreign exchangs rate
rulisg at the date of the transaction.
Monelary assets and Habilities
denaminated in foreign currencies st
the balance sheet date are translated to
the functionsl curiency at the foreign
exchange rate ruling at that date.
toreign exchange differences arising on
tranclation are recognised in the income
statement.
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SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

E

Foreign exchange differences that arise
on the translation of monetary ftems
that form part of the netinvestmentin
a forsign operation are recognised in
equity in tha consolidated finandal
statements.

Nen-monetary assets and labilities that,
are measured in terms of historical cost
in a foreign currency are translated using
the exchange rate at the date of the
transaction. Non-monetary assets and
liabilitizs denominated in foreign
currendes that are stated at fair value
are transtated to the functional currency
at foreign exchange rates ruling at the
dates the fair value was determined,

Fingacial stotements of foreign
eperations

The assets and Labilities of foreign
operations, including fair value
adjustments arising on consolidation, are
translated to Australian dollars at foreign
exchange rates ruling at the bslance
sheet date. The revenues and expenses
of fareign eperatians are translated to
Austratian dollars at rates approximating
tha foreign exchange rates ruling at

the dates of tha transactions. Foreign
exchange differences arising on
ratranslation are recognised divectly in
tha foreign currency translation reserve.

Net investment in foreign operations

Exchange ditferences arising from the
translation of the netinvestment in
foreign operations and of refated

hedges are taken to the foreign cuirency
transtation reserve. They are released
into the inceme statement upen disposat
of the foreign operation.

DERIVATIVE FINANCIAL
INSTRUMENTS

—rt

The Group uses derivative fimanciat
instruments to hedge its axposure to
chiangas in foretgn exchange rates,

)

commnadity prices and interest rates
arising in the normat course of business.
The prindipal derivatives that may be
used are forward foreign axchange
contracts, foreign currency swaps,
interest rate swaps and commodity crude
oil prica swap and option contracts, Their
use is subjert to a comprehensiva set of
policies, procedures and Umits approved
by the Board of Directors. The Group
does not trade in derivative financial
instruments for spacuiative purposes.

Darivative financial instruments are
recegnised initially at fair value.
Subsequent to initiat recognition,
derivative financal instrumants ars
stated at fair value. Whera dervatives
qialify for hedge accounting, recognition
of any resultant gain or loss depands

on the nature of tha item being

hedged, othervdse the gain or loss

on re-measurament to fair value is
recagnised immadiately in profit or loss,

The fair value of interast rate swaps is
the astimated amount that the Group
would recatve or pay to terminate the
swap at the balance sheet datz. taking
inte account cemant interest rates and
the current creditworthiness of the swap
counterparties. The fair value of forward
exchange contracts is their quoted
market prica at the balance sheet date,
being the present value of the quated
forveard price. Tha fair value of
commodity swap and optien contracts is
their quoted market price at the balance
sheet date.

HEDGING

Fair value hedge

Where a derivative financial instrument
hedges the changes in fair value of

a recognised asset or tability or an
unrecagnised firm commitment {or an
identified portion of such asset, Hability
ar firm conmitment), any gain er loss on

the hedging instrument is recognised in
theincome statement, The hedged item
is stated at Fair value in respect of the
risk being hedged, with any gain or Inss
being recognised in the income
statement.

Cash flow hedge

Where a denvative Hinandalinstrument
is designated as a hedge of the variability
in cash flows of a recognised asset ar
fiabitity, ar a highly probable forecast
transaction, the effective part of any
gain or loss on the derivative Hnancdial
instrument. is recognised directly in
equity, When the forerast transaction
subsequently results in tha recognition
of a non-finandal asset or non-financial
lability, or the forecast transaction for

a nen-firnancial asset or non-financiat
lia bility bacomes 2 firm commitment for
which fair value hedging is apptied, the
associated cumolative gain or boss is
removed from equity and included in the
initiat cost or other carrying amount of
the non-financial asset or nen-finandal
Habitity. I a hedge of a forecast
transaction subsequently results in the
recogrition of a financisl asset ora
financiaf akility, the assodated gains
itnd Inssas that were recognised diractly
in equity are reclassified into profitor
loss in the same period or pariods during
which the asset acguired or Hability
assumed affects profit or loss

{i.e. whaen interest fncome or expernse

is recognised),

Far cash flow hadges, other than thase
cavered by the precading paragraph,

the zssociated cumulative gain or boss is
remaved from equity and recognised in
theincome statament in the same period
or periods during which the hedged
forecast transaction affects profit or loss,
The ineffective part of any gain or loss is
vecofhised immediately in the income
statement.
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When a hedging instrument expires or
is sald, terminated or exercised, or the
entity revokes designation of the hadge
retationship, but the hedged forecast
transaction ts still expacted 1o ocour,
the cumylative gain or loss at that point
remains in equity and is recognised in
accordance with the above policy when
the transaction occurs. If the hadged
transachion is no longer expectad to take
place, the cumulative unrealised gain or
loss recognised in equity is recagnized
immediately in the income statement.

Hedge of monetory assets ond Fobifities

When a derivative finandalinstrument is
used to hedge 2conemicaily the foreign
exchange exposure of 3 recognised
monetary ass<t or ability, hedge
accounting is not appked and any gain
or toss on the hedging instrument is
recogmsed in the income statement.

Hedge of net investmentina
fereign operation

The portion of the gain or loss cnan
instrumerst used to hedge 3 net;
investment.in a foreign operation that, is
determined to he an effective hadge is
recagrised directly in equity. Any
ineffective portion is recogniser
immediately in the income statement.
On disposal of the foreign operation,
the cumulative value of any such gains or
losses recogmsed directly in equity is
transfzrred to profit or ioss,

(GY ACQUISITION OF ASSETS

All assels acquired are recorded at their
vost of acquisition, being the amount of
cash or cash equivalents paid, and the
Tair value of assets given, shaies issued
or ltabilities incurred. The cost of an
asset comprises the purchase price
including any inddental costs directly
attributable to the acquisition; any costs
direcily attributable to bringing the
asset to the Ipration and condition
necessary for it to he capable of

(H)

operating; and the estimate of the costs
of dismantling and remaving the asset
and restoring the site on which itis
tocated determined in accordance with
note 1(Q).

Business combinations

All business combinations are accounter
for by applying the purchase method.

The purchase method of acrounting
involves allocating the cost of the
business combination to the fair value of
the assets acquired and the Uabilities 2 nd
contingent liabilities assumed at the date
of acquisition.

EXPLORATICN AND EVALUATION
EXPENDITURE

Exploration and evaluation expenditure
in respect of cach area of interestis
accounted for using the successful
efforts mathod of accounting. The
successfulefforts method requires all
exploration and evaluation expanditure
to be expansed in the period it is
incurred, except the costs of successful
wells and the costs of acquiring interests
in new exploration assets, which are
capitalised as intangible exploiation
and evaluation. The costs of wells are
initially capitalised pending the results
of the well,

An area of interast rofers to an individual
geological area where the presznce of il
or 3 natural gas field is considered
favourable or has been proved to exist,
and in most casas will comprise an
individual prospective ot or gas field.

Exploration and evaluation expenditure
is recognised in relation to an arca of
interest when the rights to tenure of the
area of interest are currznt and cither:

(i} such expenditure is expected to be
recovered through successful
devetopment and commeardat
axploitation of the arsa of interest,
of atternatively, by its sale; or

(#) the exploration activities in the area
cfinterest have not yet reacherf a
stage which permits reasonable
assessment of the axistence of
economically recoverable reserves
and active and significant operations
in, or in relation to, the area of
interest are continuing.

The carrying amounts of the Group’s
exploration and evaluation assats are
reviewed at «ach balance sheet date, in
conjunction with the impairment review
process referred toin note 1(P), to
dotermine whether any of the follownng
indicators of impairmant aexist:

{i} tenure aver the licence area has
expired during the period or witl
expire in the near future, and is not.
expected to be renewed;

{ii} suhstantive expenditure on further
exploration for and evatuation of
nineral resources in the specific area
is not budgeted or planned;

{iif} exploration for and evaluation of
resources in the specific area has not,
led to the discovery of commercially
viable quantities of resowtrces, and
the Group has decided to discontinue
activities in the specific area; or

{iv) sufficient data exists to indicate that
althongh a development.is tikely to
praceer the carrying amount of the
exploration and evalyation asset is
urnilikely to be recavered in full from
successtul development. or from sale.

Where gt indicator of impairment axists
& formal estimate of the recoverable
amount is made, and any resultant
impatrment. loss is recognised in the
intome statement,

When a discovered oil or gas field enters
the development phase the accumulated
exploration and evaluation expenditure
is transferred to oil and gas assels -
assels in development.
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@

OILAND GAS ASSETS

Gil and yes assets sre usually single il
or yas fields being develuped for future
production or which arein the
production phase. Where several
individuat vil or gas Fields are to be
produced through common Facitities,

the individual oil or gas fields and the
assoqiated production fadilities are
managed and reported as & single il and
gas asset.

Assets in development

When the technical and commerciat
feasibility of an undeveloped vil or gas
field has been demonstrated, the field
enters its development phase. The costs
of ait and gas assets in the developmerst
phuse are separately accounted for

as tangible assets and include past
exploration and evalvation voslts,
development drilling and vther
suhsurface expenditure, surface plant
and equipment. and any associated land
and buildings.

When commerdal operation commences
the accumutated costs are transferred to
vil arud gas assets — producing assels,

Producing ossets

The costs of oil and gas assets Tn
production are separately accounted
for as tangtble assets and include past
exploration and evaluation costs,
pre-production development costs and
the ongoing costs of continuing Lo
develop reserves for production and to
expand or replace plant and equipment
and ary associsted land and buildings.

These costs gre subject Lo depreciation
and depletion in accordance with
note 1(X).

Ongoing exploration and evolugtion
detivities

Often the initial discovery and
development of an oil or gas asset will

1)

tead to ongoing exploration for, and
evalsation of patential new oit or gas
fietds in the vicinity with the intention
of producing any near Yiald discoveries
using the infrastructure in place.

Exploration and evaluation expenditure
associzted with oil and gas assets is
acrounted for in accordance with the
poticy in note 1{H). Explovation and
evaluation expenditure amounts
capitalised in respect of il and gas
assets are separately disclosed in

note 13,

LAND, BUILDINGS, PLANT AND
EQUIPMENT

Land and buildings are measured at
cost bess accumulated depreciation on
buildings, tess asy impairment losses
recogmised,

Plant and equipment is stated at cost
tess accumulated depreciaticn and any
atcumutated impairment, losses. Such
cost incliedes the cost of rotable spares
and insurance spares that are purchased
for back up or rotation with specific plant
and equipment items, Sinstarly, the
cost of major cyclical maintenance is
recognised in the carrying amount of
the related plant and equipment as &
replacement only if it is eligible for
capitalisation. Any iemaining caryying
amount from the cost of the previcus
major cyclical maintenance is
derecognised. All other repairs and
maintenance are recognised in profit ar
toss as incurred.

Bepreciation on buitdings, plant and
equipment is catculated in accordance
with note 1(K}.

(K) DEPRECIATION AND DEPLETION

Depreciation charges are calculated to
write -off the depraciabte valua of
buitdings, plant and equipmant ovar their
estimated sconomic useful lives to the
Group. fach component of an ftem of

tusitdings, ptant and equipment with a
cost that is significant in retation to the
total cost of the asset is depreciatzd
separately. The residualvalue, useful Gfe
and depraciation method apptiad toan
asset is reviewed at the and of 2ach
annual reporting period.

Depreciation of onshore huildings, ptant
and equipment and corporate assets is
calculated using the straight-line method
of dapreciation an an individual asset
basis from the date the asset is available
for usa,

The estimated usetul tives for each class
of anshere assets tor the current and
comparative perinds are as tollows:

+ FEuildings
»  Plant and equipment,
- Computer equipment 3- 5 years

20 - 0 years

- Motervehicles 4 - 7years
- Furniture and

fittings 10 - 20 years
- Pipelines 10 - 30 years
- Plantand facilities 10 - 50 years

Deprediation of offshore plant and
equipment is calculzted using the
units of production method an a
vash-genersting unit basis (refer
note 1{P)) from the date of
commencement of production.

Depletion charges are caltulated using
a unit of production method based on
heating value which will amortise the
cast of carried forward exploration,
evalustion and subsurface development,
expenditure (“subsurface assets”}

over the life of the estimated Proven
plus Probable ("2P7) reservesin a
cash-generating unit, tegether with
futuie subsurface costs necessary to
develop the hydrocarbon reserves in the
respective cash-generating units,

The heating value measurement, used For
the conversion of valumes of different
hydrocarbon products is barvels of ofl
eqivalent,
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Depletion is nat charged on costs carried
forward in respect of assets in the
development stage entil production
commances.

[y

AVAILABLE-FOR-SALE FINANCIAL
ASSETS

(L

Financial instruments held by the Group
atid the Company which are classifed 2s
being available for sale are steted st fair
value, with any resultant gain or loss
being 1evognised directly in equity.

The fair value of finandal instruments
classified as available for sale is their
quoled bid price on Lhe balance
sheet date.

Financial instruments classified

as available for sale are
recoqnised/derecognised by the Group
and the Company on the dats it commits
to purchasa/sell the investments, When
these investments are derecognised, the
cumulative gain or loss praviously
recoynised directly in equity is
recognised in profit or tuss,

(M) INVENTORIES

Inwentories are stated ab the lower

of cost and net realisable value, Net.
realisable value is the estimated selling
price in the ordinary course of business,
less the estimated costs of complation
amd selling expenses. Cost is determined
as tollows:

(i) driling arnd maintenance stocks,
which include plant spares,
consumabtes and maintenance and
drilfing tools used for nnguing
operations, are valued ak weighted
average cost; and

(i

—

petroleum prodiucts, which cemprise
extracted crude oil, ligeefied
petroleum gas, condensate and
naphtha stored in tanks and pipeline
systems and processed sales gas and
ethane stoved in subsurface

reservoirs, are vatued using the
absorption cost method ina manner
vhich approximates specific
identification.

{N) TRADE AND OTHER RECEIVABLES

Trade and other receivables are initiatly
racagnised at Fair valus, whichin
practice is the equivalent of cost,

less any impairment losses.

Long-term receivabtes are discounted
and are stated at amoitised cost, less
impairment losses,

Trade and other receivables are assessed
for indicators of impainment at each
balance sheet date. Wheie a receivable is
impaired the amount of the impairment
is the difference betwean the assat’s
carvying value and the present value of
estimgted future cash flows, discounted
at the original effective interest rate,
The careying afmount of the receivable is
reduced through the use of anallowance
account. Channes in Lhe allowarnce
account are recognised in profit or toss.

() CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise cash
balances and short-term deposits that
are readily convertible to known amounts
of cash, are subject to an insignificant
risk of changes invatus, and have an
criginal maturity of three months or less.

(P} IMPAIRMENT

The carrying amounts of the Group's
assets, nther than inventories and
deferred tax assets, ave reviewed at each
balance sheet date to determine whether
there is any indication of impairment.
Where an indicator of impatrment exists
aformal estimate of the recoverahle
amaunt is made.

Oil and qgas assets, land, buildings,
ptant.and equipment. are assessed for
impatrment, on a cash-generating unit

("C617) basis, A cash-generating unit

is the smatlest grouping of assets that,
generates independent cash inflows, and
genarally represents an individual oil or
gas tiald. Impairment losses recognised
in raspect of cash-generating units are
allocated to reduce the carrying amount
of the assets in the uniton a pro-rata
basis.

Exploration and evalustion assets are
assessed for impairment. in arcordance
with note 1{i{}.

An impairment loss is recognised inthe
income statement whenever the carrying
amount of an asset or its cash-generating
unit exceeds its recoverable amount.

Where a dectine in the faiv valise of an
available-for-sale Financial asset has
been recognised directly in equity and
there is objective evidence that the asset
is impaired, the cumulative loss that had
heen recognised disectly in equity is
recognised in profit or loss even though
the financial asset has not been
derecognised. The amount of the
cumuiative Ipss that is recogrised in
profit of 1nss is the difference between
the acquisition cost and current tair
value, less any impairment Loss on that
financial assct previously recognised in
profit or loss.

Lalculation of recoverable amount

The recoverahle amount of an asset is the
qreater of its fair value less costs to sell
and its valire in use. tn assessing value in
use, 3n assel’s estimated futyre cash
flows are discoynted to their present,
value using & pre-tax discount rate that
reflects current market. sssessments of
the time vatue of money and the risks
specific to the asset, Where an asset does
not generate cash Hows that are largely
indepzndant from other assats or groups
of assets, the recoverable ameount is
determined for the cash-generating unit
10 which the asset belongs.
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L SIGNIHCANT ACCOUNTING
POLICIES (CONTINUED)

For oiland gas assets the estimated
future cash flows ave based on estimates
of hydrocarbon raserves, future
production profites, commodity pricas,
operating costs and any future
development costs necessary to produce
the reserves. Estimates of future
commodity prices are based on
contracted prices whera applicable or
basad on forward markst prices where
availabls.

Reversals of impairment

Animpairment foss is reversed if there
has been an increase in the estimated
recaverable amount of & previously
impaired asset. An impairmant loss is
veversed only to the extent that the
asset's carrying amount does not exceed
the carrying amount that would have
heen deteymined, net of depreciation or
depletion, if no impairment toss had
been recognised.

[mpairment |osses recognised on
equity instruments classified as
available-for-sale financiat assets are
not reversed.

(Q) PROVISIONS

A provision is recognised in the balance
sheet when the Group has a present leqgal
or consts uclive ohiligation s a ressll of 2
past event, it is probable thatan outflow
of resouices embaodying economic
benefits will be required to settle the
obligation and a seliable estimate can be
made of the amount of the obligation.
Pravisions are determined by discounting
the expected future cash flows at a
pre-tax rate that reflects current, market,
assessments of the Bme value of money
and, where appropriate, the risks specific
ta the liability.

Restorution

Pravisions for future environmentak,
restoration are recngnised where there
is a present obligation as a resull, of
exploration, developrent, production,
transportation or storage activities
having been undertaken, and itis
prabable that an outftow of economic
benefits witk be required to settle the
obligaticn. The estimated future
obligations include the costs of removing
facilities, abandoning wells and restoring
the affected areas.

The provision for future restoration costs
is the best estimate of the present value
of the futura expenditure required to
settle the restoration obligation at the
reporting date, based on current legal
requirements. future restoration costs
are reviewad annually and any changes in
the astimats are raflected in the present
value of tha restoration provision at the
balance sheet date, with a corresponding
change in the cost of the associated
asset.

The amaunt of the provision for future
restoration costs relating to exploration,
development and production facilities is
capitalised and deploted as a component
of the cost of those activities,

The unwinding of the effect ot
discounting an the provision is
recagnised as a finance gost,

(R) EMPLOYEE BENEFITS

Wages, salaries and onrrual leave
Ligbilities for wages and salaries,
including non-monetaiy benefits, and
annual leave that are expected to be
sattled within twelve months of the
reporting date are recognised in respect
of employees” services up to the
reporting date. They are measured at the

amounts expected to be paid whenthe
liatitities are settled.

Long-term service benefits

Long service leave is provided in respect
of all employees, based on the present,
value of the estimated future cash
outflow to be made resntting from
employees’ services up to balance date,
The obligation is calculsted using
expected fulure increases in wage and
salary rates and expected settlement
dates, and is discounted using the
rates attached to the Commaonwealth
Government bonds at the hatance
sheet date which have maturity dates
approximating the terms of the Group’s
oblizations.

Defined contribution pians

The Company and several controlled
entities contribute to a number of
defined contribution superannuation
plans. Obtigations for contributions are
recognised as 3n expense in the income
statement as incurred.

Defined benefit plan

The Grotp's net. obligation in respact of

the defined berefit superannuation plan
is calculated by estimating the amannt
of future benefit that employees have
earned in retern for their service in the
curcent and prior periads; that bernefit.
is discounted to determine its present,
value, and the tair value of sny plan
assets is deducted.

The discount rate i the yield at the
halance sheet date on government honds
that have maturity dates approximating
the terms of the Group's obligations. The
calculation is performed by a qualified
actuary using the projecied unit credit.
method,
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When the benefits of the plan are
impioved, the partion of the increased
benefit relating to past service by
employeas is recognised as an expanse in
ths income statement on 2 straight-line
basis over the avarage period untitthe
benefits become vested. To the extant
that the benefits vest immadiately, the
expense is recognised immediately in the
income statemant.

Acturariat gains o1 losses thatarise in
calculating the Group's obligationin
raspect. of the plan are recognised
diractly in retained zarnings.

When the calculstion resulbts in plan
assels exceeding liabifities to the Group.
the recognised asset is limited to the net
totalof any unrecognised actuarial Insses
and past service costs and the present.
value of any future refunds fror the plan
or reductions in future contributions to
ths plan,

Pyst service cost is the increase in the
present. value of the defined benefit
obligation for employee services in prier
periads, resuiting in the current period
fram the introduction of, or changes te,
post-employment benefits or other
long-term employee benetits, Past
servica costs may either be positive
(where henefits are introduced or
improved} or negative {(where existing
benefits are reduced).

Share-bused payment transactions

The Santos Executive Share Option Plan
allows eligible exerviives to acquire
shares in the capitat of the Company.
The fair value of options granted is
recognised as an employee expense with
a corresponding increase in equity. The
fair value is measured at grant date and
recognised over the period during which
the executive becomes uncenditionally
entitled to the options. The fair value of

(5)

the aptions granted is measured using
the Monte Carlo simulation method,
taking into account the terms and market
conditions upon which the opticns were
granted. The amount recognised as an
expensa is onty adjusted when the
options do not vest due to non-markst
related conditians.

The fair valye of Share Acquisition Rights
("SARs") issued to eligible executives
under the Executive Long-term Incentive
Program is racognised as an employee
axpens: with a corresponding increase
in equity. The fair value is measured at
grant date and recognised over the
peried during which the executive
becomes unconditionally entitled to the
SARs. The fair valve of the SARs granted
is measured using the Monte Carto
simutation method, taking into account
the terms and market conditions upon
which the SARs were grantad. The
amount recognised as an expense is onty
adjusted whan the SARs do not vest due
to nan-market rafated conditions.

The fairvalue of shares issued to eligible
employees under the Santos Employes
Share Acquisition Plan, to eligible
axecutivas and employees undar the
Santos Employ=e Share Purchase Plan,
and new shares issued to Non-executive
Directors under the Non-exzcutive
Director Share Pian, is recognised as an
increase in issued capital on grant date.

INTEREST-BEARING BCRROWINGS

Interest-hearing borrowings ave
vecognised initially at fair value, net of
transaction costs incurred. Subsequent
ta initial recognition, interest-hearing
borrowings are stated at amortised cost,
with any difference between cost and
redemption value being recognised {n the
income statement, over the period of the
borrowings on an effective interest: basis,

M

(V)

fixed rate notes that are hedged by an
interest, rate swap are recognised at fair
value (refer note 1(F)).

CAPITALISATION OF
BORROWING COSTS

Bonowing costs, including interest and
finance charges relating to major oit and
gas issets under development up to the
date of commencement of commercial
operations, are capitatised as a
component of the cost of development,
Where funds are borrowed specifically for
qualifying projects the actual bosrowing
costyincurred ara capitalised. Where the
projects are funded through geneeal
borruwings the bortowing costs are
capitelised based on Lhe weighted
averiage borrowing rate {1efer note 20).

Borrowing costs incurred after
cominencement of commercial operations
are expensed.

DEFERRED INCOME

A tiability is recorded for obligations
under sales contracts to debiver natural
gas in future periods for which payment
has already been recsived.

(V) TRADE AND OTHER PAYARLES

Trade ard other payables are recognised
when the retated qouods or services are
1eceived, 8t the amount of cash or cash
equivalent that will be required to
discharge the obligation, giess of any
settlement discount offered. Trade
payables are non-interest-hearing and
are settled on normal terms and
conditions.

(YISHARE CAPITAL

Ordinary share capitof

Ordinary share capital is classified as
“quity.
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[. SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Preference share capital

Prefarence share capital is classified as
equily it it is non-redeemable aod any
dividends are discretionary, orit iy
redeemable anly at the Company’s
option. Dividends on preference share
capital classified as equity are recognisad
as distributions within equity.

Oividends
Dividends are recogiised as 3 liability at;

the time the Directors resolve to pay or
declare the dividend.

Tiensaction costs

Transaction costs of an equity Lransaction
dre accounted for as 8 deduction From
equity, net of any related income tax
benefit.

Xy REVENUE

Revenue is recognised in the income
statement when the significant risks
and rewards of ownarship have bezn
transferred to the buyer. Revenue is
recogmised and measured at the fair
value of the consideration or
cantributions received, net of goods and
services tax (“0ST”), to the extentit is
probable that the ¢conomic benefits will
flow to the Group and the reveniue can be
reliably measuied.

Sales revenue

Salss revenue is recognised on the basis
of the Group’s interst in a producing
fleld (“entitlemants” method), when the
physical product and assodatad risks
and rewards of ownership pass to the
purchaser, which is generally at: the time
of ship or truck loading, or on tha
product entering the pipeline,

Revenue earned uynder a production
sharing contract (“PSC") is recogmised on
a net entittements basis according to the
terms of the PSC,

Dividends

bividand revenue frem controlled entities
is recognised as the dividends are
declared, and from other parties as the
dividends are receiverd,

Overriding roynities

Royalties recognised on farmed-out
aperating lease rights are recognised as
revenue 4s they acorue in accordance
with the terms of the overriding royalty
agreements.

Pipeline toriffs and processing tolls

Tariffs and tolls charged to other entities
for use of pipelines and facilities owned
by the Group are recognised as revenue
as they accrue in accordance with the
terms of the tariff and tolling
agreements,

Trading revenue

Trading 1evenue represents the net
revenue derived flom the purchase and
subseguent sale of hydrocarbon praducts
from third parties where the risks and
benefits of ownership of the product do
not pass to the Group, or where the
Group acls as an agent or broker with
compensation on a commission oF

fee basis,

(¥} OTHER INCOME

Other income is recognised in the income
statement at the fair valus of the
consideration recaived or raceivabla,

net of GST, when the significant risks

and rewards of ownership have been
transferred to the buyer or when the
sarvice has been performed.

Tha gain or loss arising on disposal of a
non-current asset is included as other
income at the date control of the asset

prasses ta the buyer. The gain or loss on
disposal is calculated as the ditference
between the carrying amount of the
ass<t at the time of disposal and the net
protoeds on disposal.

(7) EXPENSES

Government royalties, petroleum
resaurce rent tax ond similar taxes

Hovernment royalties, petroleum
resourte yent tax {(“PRRT™Y and similar
taxes are recoqrised as an operating
expanse on an accruals basis when the
related sales are recognised or velated
production takes place. The amount,

is recognised in secordance with

govel nment leqgislative requitements,

Operating lease payments

Operating lease pavinents, whete the
lessor affectively retaing substanifally
all the risks and rewards incidental to
ownership of Lhe leased items, are
recegnised in the income statement on
4 straight-line basis vver the Lerm of
the lease,

Net financing costs

Net financing costs comprise interest
payable on borrowings caleulated using
the effective interest rate method, the
unwinding of the effect of discounting
on provisions, end interest receivable on
funds irvestead.

Interest income is recognised in the
income statemant as it accrues, using the
effactive interast method.

{AAYGODDS AND SERVICES TAX

Revenues, expenses and assets are
recognised net of the amount of goods
and carvices tax {"GS17), except where
the amount of GSTincurred is not
recoverable from the Australian Taxation
Utfice ("ATG"). In these circumstances
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LSIGNIFICANT ACCOUNTING

POLICIES (CONTINUED)

the GST is recognised as part.of the cost
of acquisition of the asset or as part of
the expenss.

Receivables and payables are stated
with the amount of 65T included. The
net amount of GS! recoverable from,
or payable to, the ATO is included as
a current asset or lability in the
halznce sheet.

Cash flows are included in the cash flow
statement on a gross hasis. The GST
components of cash flows arising from
investing and financing activities which
ara recoverabile from, or payable to,
the ATU are classified as operating

cash tlows,

{ABJINCOME TAX

Income tax on the profit or loss for the
year comprises current and defer red tax.
Income Lax is recognised in the income
statement except to the extent that it
relates to ilems recogrised directly in
equily, in which case it is recognised

in equity.

Cuirent tax is the amount of icome tax
payable on the taxable profitor loss for
the year, using tax rates enacted oy
substantively enscted at the bslance
sheet date, and any adjustmen to tax
payablein respect of previous years.

Referred tax is determined using the
balanice sheet approach, providing for
temporary differences between the
tanying amounts of assets and labilities
for financial reporting purposes and the
appropriate tax bases. The following
tempuorary differences are not provided
for: the initial recognition of assels or
Gabilities Lhat affect neither accounting
nar taxable profit, and differences
relating to investments in subsidiarias
to the extent it is probable thst they wilk
nol reverse in the foreseeable future, The
amount of deferrod tax provided is based

on the axpected manner of realisation or
settiement of the carrying amount of
assets and liabilities, using tax rates
enacted or substantively enacted at the
balance sheet date.

A deferred tax asset is recognised only to
the extent that it is probable that future
taxable profits will be available against.
which the asset can be utilised. Deterred
tax assets are reduced to the extent that,
it is no longer probable that the retated
tax benefit will be realised.

The Company and all. its wholly-owned
Australian resident ertities are partofa
tax-consolidated group under Australian
taxation law. Santos 14 is the head
entity in the tax-consolidated group.
Current tax expense/income, deferred
tax Habilities and deferred tax assets
arising from temporary differences of the
members of the tax-consotidated group
ara allocated among the members of
the tax-consolidated group using a
“stand-alone taxpayer” approach in
accordance with Interpretation 1052
Tax Consolidation Accounting and are
recognised in the separate finandal
statements of each entity. Current tax
Habilities and assets and dafarred tax
assets a2rising from unused tax losses
and tax credits of the members of the
tay-consolidated group ara recognised
by the Company (as head entity in the
tax-consolidated group).

The Company and the other entities in
the tax-consolidated group have enterad
into a tax funding agreement. Tax
contribution amounts payabls under the
tax funding aqgreement are recognised as
payable to or receivabla by the Company
and each other member of the
tax-consolidated group. Where the tax
contribution amount recognised by each
member of the tax-consolidated group
for a particular period under the tax
funding agreement is different to the

aggreqate of the current tax Hability or
asset and any deferred {ax asset arising
from unused tax losses and tax cradits in
respect of that period assumed by the
Company, the differenca is recognised as
2 contribution from (or distribution to)
aquity participants.

The Company and the other entities in
the tax-consalidated group have also
entered inta 3 tax sharving agreement,
pursnant to which the other entities may
be required to contribute to the tax
{iahilities of the Company in the event of
default by the Company or upen leaving
the tax-consotidated group.

(AQDISCONTINUED OPERATIONS

AND NON-CURRENT ASSETS HELD
FOR SALE

A discontinued operation is a component
of tha Group that has been disposed of,
oris classified as held for sale, and that
represents a major ine of business or
gecgraphical area of operations, and is
part of a single covrdinated plan to
dispose of such a ine of business or area
of operations. The results of discontinued
aperations are presented separately on
the face of the income statement,

Hon-current assets and disposalgroups
are classified as held for sate and
measurad at the lower of their carrying
amount and fair value less costs to sellif
their canying amount will be recovered
principally through a sale transactien.
They are notdeprediated or amor tised.
For an asset or disposal group Lo be
classified as held for sale. it must be
available for immediate sate in its
present condition and its sale must be
highly probable.

An impairment foss {s recegnised for any
initizl or subsequent write-down of the
asset (ar disposal group) Lo fair vatue
less costs to sell. A gain is recognised Tor
any subsequent increases in fair value

83



SANTOS Ltd 28/03/2008 9:40:32 PM PAGE 89/1863 Fax Server

Santos Annual Report 2007

MNotes to the Consolidated Financial Statements
for the year ended 3| December 2007

. SIGNIFICANT ACCOQUNTING

POLICIES (CONTINUED)

less costs to sell. of an asset {or

disposal greup) but not in excess of any
cumulative impairmant loss previously
rcognised. A gain or loss not proviousty
racognised by the dats of the sale of the
non-current asset {or dispnsal group} is
racognised at the date of derecognition,

(ADYSIGNIFICANT ACCOUNTING

JUDGEMENTS, ESTIMATES AND
ASSUMPTIONS

The carrying amounts of certain assets
and liabilities are often determined
based on management’s judgement
regarding estimates and assumptions

of future events. The reasonableness of
estinates and undertying assumptions
a1e reviewed on an ongoing basts.
Revisions to accounting estimates aie
recognised in the period in which the
estimate is revised if the 1evision affects
only that period or in the period of the
revision and futuie periods if the revision
affects both cuirent and future periods.
The key judgerents, estimates and
assumptiens that have a significant risk
of causing a material adjustment to the
canying amount of certain assets and
abilities within Lhe next gnnuat
reporting period are:

Estimates of reserve quantities

The estimated quantities of Provenand
Probable hydeocarbon seserves reported
by the Company are integral to the
calculation of depletion and depredation
axpense and Lo assessments of possible
impaiiment of assets, Estimated

1eserve quantities are based upon
interpretations of geologicat and

geophysical models and assessments of
the technical feasibility and commercial
viability of produding the reserves, These
assessments require assumptions to be
made regarding future devatopment and
production costs, commodity prices,
exchange rates and fiscal regimes.

The estimates of raserves may change
from period to pariod as the economic
assumptions used to estimate the
reserves can change from period to
period, and as additional geological
data is generated during the course of
operations. Reserves estimates are
prepared in accordance with the
Company's policies and procedures for
reserves astimation which conform to
guidelines prepared by the Society of
Petroleum £nginasrs.

Exploration and evafuation

The Group's policy for exploration and
evatuation expenditurs is discussed in
note 1{H). The application of this policy
requires management to make certain
estimates and assumptions as to future
events and circumstances, particulsrly
in relation to tha assessment of whether
economic quantities of reserves have
been found. Any such estimatas and
assumptions may change as new
information becomes available, If,

after having capitatised exploration and
evatuation expenditura, management
concludes that the capitalised
expenditure is untikely Lo be revovered
by futui e exploitation or sale, then the
relevant capitalised amount willbe
written of f to the income statemert.

The carrying amoynt of explovation and
evalpation assets is disclosed in note 12.

Provision for restorution

The Group estimates the Future remaval
and vestoration costs of ol and gas
prottuction facilities, wells, pipelines and
related assets at the time of installation
of the assets. [n most instances Lhe
remnval of these assets will ococur many
yeais in the future. The estimaie of
futura removal costs therefore renuires
management to make judgements
regarding the removal date, future
environmental legislation, the extent, of
restoration activities required and future
remuval tachnologies.

‘the carrying amount of the provision for
restoration is disclosed in note 21.

Impaicment of oil and gos assets

The Group assesses whether oil and gas
assets ave impaired on 3 semi-annual
basis, this requires an estimation of

the recoverable amoynt of the
vash-generating unit ko which the assets
beteng, the assumpticns wsed in the
estimation of recoverable amount, and
the carrying amount of oit and gas assets
are discussed in notes 13 and 15.

Sidoarjo mudfiow incdent

The Group has raised a provision for
potential iemediation and related costs
that may arise from the Sidoarjo mudflow
incident. The amounts recogrised and
the hasis of the estimate are discussed in
note 3.
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Consolidated Consalideded Santos Ltd
2067 2006 2007 2006
Contimuing Discontinued Total Continuing Discontinuad Total
1. REVENUE AND OTHER INCOME Smillion  Smilion  Smillion  $million  Smilfon  $million  Smillion  $million
Product sales:
ias, ethane and liquefied gas 920.8 23.3 944.1 897.1 471 944.2 311.6 380.3
Crnde oil 1,034.4 24 10368 1496.5 51 1,202.0 §97.2 50.3
Condensate and naphtha 325.7 4.4 33041 388.3 9.0 347.3 94.1 81.8
Lliquefied petroleum gas 1715 - 171.5 206.8 - 206.8 7.4 74.5%
2.458.4 301 24835 2.689.1 61.2 2,750.3 974.3 1,187.1
Other revenue:
Overriding royatties 12.9 - 12.9 15.5 - 15.5 20.2 24.2
Pipetine taritfs and tolls 4.4 - A4 3.2 - 3.2 - (0.3)
Trading revenue 6.6 - 6.6 5.6 - 5.6 6.1 4.8
Dividends from controllerd entities - - - - - - 874.0 -
Cther 5.2 - 5.2 4.7 . - -‘o/ 1.0 2.5
29.1 - 29.1 29.0 - 20.0 9013 31.3
Total revenue 2,487.5% 304 2,517.6 2.718.1 61.¢ 2,719.3  1,875.8 1,218.4
Other inicome:
[risurance recovery 2.4 - 2.4 21.8 - 21.8 - -
Net: gain on redetermination of unitised field 46.8 - 46.8 - - - - -
Net gain on sale of availahle-for-sale
financial assets 33.4 - 33.4 - - - 11.9 -
Net: boss on sale of discontinued operations® - {67.7) {67.7) - - - - -
Net: {loss)/gain on sale of non-current assets {0.9) (1.9} (2.8) 3.2 38.9 4241 1.7 &1
81.7 {69.6) 12.1 25.0 38.9 63.9 15.6 6.1

includes impaitment loss on measurement i fuir volue less costy to seli of $97.6 millon, ret of $22.2 milbor gain reqycled into prufit ond less on the reversal of assovisted
arounts previously deferned in the foreign cunency translotion reserve.

3. EXPENSES

Cost of sales:

Cash cost of production
Praduction costs:
Production expenses
Praduction facilities operating teases

Other operating custs:
Pipeline tariffs, tolls and cther
Royally and excise
PRRT and similar taxes

Total cash cost of production
Depreciation and depletion

Third party gas purchasas
(Increase)/ dacrease in product stock

Total cost of sales

377.9 3.0 3808 325.2 8.0 3332 1153 1124
67.9 - 67.9 57.7 - 5.7 27.7 35.3
445.8 3.0  448.8 3829 89 3969  143.0 147.7
68.9 - 68.9 50.8 - 56.8 231 24.4
7.3 28 80.1 1090 42 1132 308 0.8
111.2 - 1z 30.0 - 30.0 40.2 -
257.4 23 2602 ens A2 1940 96.1 1.2
703.2 58  79.0 5727 2.2 5849 2391 2129
756.8 - 7568  666.9 230 6899 4182 4181
201 - 20.1 69.1 9.1 3.7 67.0
{33.8) - (33.8) (6.5) (6.5 {187} 5.3
1,446.3 58 14521 1,302.2 3.2 1,334 6433 7033
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Consolidated Consolidated Santos Lid
2007 2006 2007 2006
Contiraring Discontinusd Total Continuing Discontinuad Total
3. EXPENSES (CONTINUED) Smillion  S$mition  Smiltion  $million  Smilion  $million  Smillien  Imillon
Other expenses:
Selling, general and administrative:
Expenses 75.3 11.8 87.1 4.0 5h 7.5 71.2 471
Depreciation 2.5 - 2.5 1.2 1.1 2.3 1.1 0.3
718 118 89.6 6%.2 235 738 728 47.4
Foreign exchange losses/{qgains} 0.5 - 0.5 {C.8) - (0.8) 0.7 6.5
Change in fair value of financial assels
designated as at fair value through
profit or loss 11.9 - 11.9 {18.8) . {18.8) 1.3 (1.3)
Fair value hedqges, {gains)/lossas:
On the hedging instrument; {57.6) - {57.6) 15.% - 15.5 - -
On the hedged item attributable to
the hedged risk 59.1 - 59.1 (i5.7) - (15.7} - -
Explevation and evaluation expansed 226.1 8.7 234.8 268.8 72.6 347.8 54.2 19.9
Net.impairment loss on oil and gas assets - - - 1.2 5.1 16.3 56.6 2.9
Impairment lass on receivables due fiom
controiled entities - - - - - - 25.3 6.3
Netimpairment (reversal}/loss oninvestments
in controlled entities - - - - - - {380.7) 325.7
317.8 20.5 338.3 325.4 92,7 4181 (169.7) 4014
Profit before tax includes the following:
Depreciation and depletion:
Pepletion of subsurface asset expenditure  431.3 - 431.3 400.3 23.0 423.3 265.7 296.7
Repreciation of plant and equipment 323.6 - 323.6 2651 1.1 266.2 151.3 120.4
Depreciation of buildings 6.4 - 6.4 2.7 - 2.7 23 1.3
Total depreciation and depletion 759.3 - 759.3 668.1 24.3 £92.2 419.3 418.4
Employee benefits expense 173.8 6.5 180.3 161.4 14.7 176.1 176.8 173.0
Net write-down of invenlerios 0.2 - 6.2 0.4 - 0.4 0.3 G.2
Operating lease rentals:
tinimum lease payments 59,1 0.2 59.3 72.5 0.7 73.2 41.1 48.5
Contingent rentals 0.5 - 0.5 6.6 - 0.6 0.1 a.2
Amounts that are shusual because of their
nature, size, of incdidence:
Remediation and related costs of the
Moonie Lo Bristrane pipeline incident, 38.0 - 38.0 - - - - -
Exploration s evatuation expensed
includes amounts provided for potential
remediation and related costs of the
Sidoarjo mudfiow incident 8.0 - 2.0 88.5 - /8.5 - ~
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3. EXPENSES (CONTINUED)

Sidoarjo mudflow incddent
The mudflow incident at the Banjar Panji-1 onshore exploration well located within the area of the Brantas Froduction Sharing Contract
{"PSCT) continuss, with the totalarea affected presently baing approximately 650 hectares. The cause of the incident is yot to be determined.

The Company, through its subsidiary Santos Brantas Pty (td ("STOB”). has 3 non-operated 18% interest in the Brantas PSC, which is operated
try 50% participant Lapindo Brantas Inc (“Lapindo”). The other party to the PSC is an Indonesian company. PI Prakarsa Brantas {“Prakarsa®),
formerly known as PT Medco £ & P Brantas,

The Flaw of mud and water has resulted in sigrificant property damage, the intermption of local infrastructure and the need to relocate s
significant number of tocal vitlagess, Fiforts to contain and manage the mudflow are continning and are overseen by the Sidosrjo Mud
Mitigation Agency (“the Agency”), which was established by Regulation of the President. of Indonesia Number 14 Year 2007, dated & April 2007,

During the year, $TOB was named as one of a number of defendants (including Lapindo and relevant Government, anthorities) in a legal
proceeding commenced in Indonesia by Wshana Lingkungan Hidup Indonesia (Friends of the Earth Indonesia ~ *“WALH1"} which sought
varinus arders against the defendants. (in 27 December 2007, the South Jakarta District Court dismissed WALHI's application citing naturak.
causes as the likely cause of the incident. Ssrtes understands that WALHL has fited an appeal against that decision with the 1etevant, High
Courtin tidonesis. STOB will continue to vigorously defend the praceeding.

STOB has not sdmitted any ability in 1elation o the incidert under the PSC, the Operating Agreement or at all. Nevertheless, STOB has
supported Lapindo and the Agency in their efforts to manage the incident and assist Lthe commuriity, STOR has, subject to a full 1eservation of
its leyal rights, paid PSC cash calls of approximately US$28.5 million since May 2006,

The Board's prudent estimale of the costs that may arise retating to the incident reflects an assumplion that a resulution will ultimately be
reached as between the Government, Lapinda, the non-operating PSC parties (STOB and Prakarsa) and all other relevant parties as to Lhe
costs related to long-term mud management options, proposed costs of infrastiuclure relocation and any third party cleims. It alse gssumes
that the present conditions at the site of the incident will remain stable or improve over the tonger term. These assumptions are based upon
an vpdaled assessment of information currently available, experience and events since May 2006 (including the WALHI decision and factors
impacting a resolution) and progress associated with managing the mudflow.

The Company, while not accepting any lizbitity {n relation to the incident, its ongeing management or any remediation of Lhe area, has
previously raised a provision of US$72.0 million in relation to the incident, resutting in approximately A$88.5 million expensed (at fureign
exchanre rates applying st the time), As part of its review of provisions for the financial year ended 31 December 2667, the Company
considered il prudent to increase the provision in light of current informativn, The tolal provision (before costs already paid) has been
incieased to US$79.0 million, representing an increase in the provision of U53$7.0 millivn and resulting in A$8.0 milion being expensed in the
current period,

With the mudflow continuing, the complexity of the incident, and the need to consult with 2 number of interested parties {beth public and
private}, the situation remains dynsmic. Accoidingly, there continues o be uncertainty surrounding the incident and its cost and othes
imptications for the Group. There remains the possibility that resolution of these unces tainties may ultims tely be on a diffeient basis than
presently gssumed which coutd result in the costs borne by STOB being significantly different fram the cuirent estimate, The Compariy will
continge to review the adequacy of the Group's provision in light of developments and available information.

The Company’s accounting policy in respect of insuranca claims is to recognise insurance proceeds only when the insurers have granted
indemnity or there is 3 high probability that indemnity will be granted, In accordance with this policy, the Group recognised an amount of
A$21.8 million as insurance proceeds fr 2006, The insurance proceeds include STOB'S share of the US$25.5 million well cantrol insurance
received by the Joint Venture, The batance relstes to the Company's own well controf insuranice. The Group has therefore recognised gn amount
that reflecis progress claim payments seceived and lkely to be received under the Company’s own policy, while it continues Lo work towards a
raselution with its insurers.
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Consolidated Consolidated Santes Ltd
2007 2006 2007 2005
Corttirusitg Discontinued Total  Contineing Discoutinied Total
4, EARNINGS $Smiltion  Smilkon  Smillion  $million  $milfon  $million  $million  3million
Earnings before interest, tax, depieciation,
depletion, exploration and impairment
(“EBITDAX™) is calruiated as follows:
Profit/(loss) befora tax 666.0 (65.0) 6010 9920 (27.3) Y9647 13120 (12.9)
Add back:

Net financing costs/(incoms) 139.1 (0.8) 138.3 123.5 {r.5) 123.0 105.6 132.7
Earnings before interast and tax {"EBIT™) 805.1 (658) 739.3 11155 (278} 13,0877 14176 119.8
Add hack:

Depreciation and depletion 759.3 - 75%.3 668.1 2461 6592.2 419.3 418.4

Exploration and evaluation expensed 226.1 B.7 234.8 268.8 73.0 347.8 54.2 16,9

Net impairment loss on oil and gas assets - - - 11.2 .3 5.3 56.6 2.9

Tinpaivment. loss on receivables dire from

controtled entities - - - - - - 25.3 6.3

Net irmpairment {reversal)loss on

investments in controlled entities - - - - - - (380.7) 325.7
EBITDAX 1,790.5 (57.1) 1,733.4 2.063.6 B80.4 2,144.0 1,592.3 393.0
5. NET FINANCING COSTS
lriterest income:
Controlled entities - - - - - - 186.2 34.2
Other entities 13.6 0.8 14.4 12.0 0.6 12.6 2.6 2.7
Financial income 13.6 0.8 14.4 12.0 0.5 12.6 1838.8 36.9
Interest expense:
Controlled entities - - - - - - 2797 156.1
Other entities 120.5 - 129.5 120.3 0.1 120.4 0.6 0.9
Less borrowing costs capitalised {6.3) - (6.3) {14.5} - {14.5) - -
123.2 - 123.2 165.8 Gl 105.9 280.3 157.0
Unwind of Lhe effect of discounting on provisions 23.9 - 23.9 25.4 - 25.4 8.5 B.3
Interast expense on defined benefit obligation 5.6 - 5.6 4.3 - 4.3 5.6 4.3
Finandal expensss 1s2.7 - 152.7 135.5 0.1 135.6 294.4 169.6
Net Hinancing costs/(incoma) 13%.1 {0.8) 138.3 123.5 (0.5) 123.0 105.6 132.7
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2007 2006 2007 2006
6. INCOME TAX EXPENSE $rrillion Srmillion $million Smillion
Recognised in the income statement
Current tax expense
Current year 236.2 7241 43.5 179.5
Adjustmernts tor prior years {23.2) 5.1 10.7 {0.4;
213.0 371.2 59.2 179.1
Defarred tax expense
Origination and reversal of temgarary ditferences (23.2) (4.6} (10.6) (81.5)
Benefit of tax Insses recognised (19.2) (15.3) - -
Adjustments for prinryears {10.2) - (10.6) -
(52.6) (55.9) {21.2) (81.5)
Total income tax expense 160.4 3213 38.0 97.6
Humenicat reconciliation betveen tax sxpense and pre-tax net profit/ (loss)
Profit/{lecss) before tax 601.0 964.7 1,312.0 {12.9)
Prima fade income tax at 30% {2006: 30%) 180.3 289.4 333.6 (3.9}
Increase in income tax expense due to:
Non-daductible depreciation and depletion 3.5 6.1 25.5 2.2
Abandonment of exploration - 1.9
Net impairment {reversal)/loss of investments in controlled 2ntities - {114.2) 47.6
Foreign tosses not recognised 38.5 413 - -
Benefit arising from previously unsecognisad tax lossas thatis used to
reduce current tax axpens:? (10.1) {6.6)
Lividends from controlled entities - {262.2)
iax lnsses recognised (19.2) (15.3) - -
(Over)/urler provided in prior years (33.4) 5.1 0.1 {N.4)
Cthier 0.8 {%.3) 1.8 0.2
Income tax expense on pre-tax net profit/{loss) 150.4 3213 38.0 y7.6
Mggregate income tax expense is attributable to: |
Continuing oparations 159.8 ana 38.0 926 |
Discontinued operations 0.6 0.2 - |
160.4 321.3 33.0 9.5
Deferred tax charged/{credited) directly to equity
Hedges of investments in forsign operations 26.8 23.0 - -
Change in fair value of available-for-sale financial assets (3.3) 3.8 1.5 {6.3)
Off.market share buy-back transaciion costs {0.6) {0.6) -
Actuarial gain/{inss) on defined banefit plan 1.9 (2.7) 19 {2.7)
24.8 74.1 28 {3.0)
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1. DISCONTINUED OPERATIONS

On 5 December 2006, the Comparny announcad that a decision had been made to sell il of its exploration and production activities in the
United Statas, part of the international reporting segment {refer note 34). The disposal of Burre Pipeline Inc was compteted on 17 April 2607,
and the sale of the remainder of the United States assets for US$70.0 miltion (A385.6 mitlion) was comploted on 31 August 2007,

2007 206
$aillion smllion
The results of the discontinued operations for the year untit disposal. are
prasented below:
Moduct sales 30.1 61.2
Cost of sales (5.8) {35.2)
24.3 26.0
Gther income {L9) 38.9
Cther expenses (20.5) (92.7)
Gperating profit/{loss) before net finanding income 1.9 (27.8)
Net financing income 0.8 0.5
Gross profit/{loss) 2.7 {27.3)
Net losy on sale of discontinued operations (67.7) -
Loss hefore tax from discontinued operations (65.0) {273}
[ncoms tax expensa (0.6) (0.2)
Loss for the year from discontinued operations {65.6) {#7.5}
The nst loss on sale of discontinued operations is derived as follows:
Cash proceeds B4.4 -
Nen-cash proceeds 12 -
85.6
Net assets disposed of and selling costs {82.9) -
Gains recycled from forzign currency transtation reserve 27.2 -
Loss on measurernent to fair value less costs to sell {97.6) -
Net toss on sale befora income tax {67.7} -
31 August 31 Decerber
2007 2006
Smillion $mmillion
The net assets of the discontinued operations were as follows:
Assels
Cash and cash equivalents 4.9 41.3
Trade ari other receivables 36,6 9.1
frventories 15.2 17.6
Exploration and evaluation assats 17.2 21.1
it and gas assets 38.2 1247
124 10,6
{iahilities
Trade and other payablss 32.6 14.8
Provisions 1.7 2.0
34.3 16.8
Net assets altributahble to discontinued aperations 77.8 184.0
Net cash inflow on disposal:
Cash and cash equivalents consideration B4.4
Less cash and cash equivalents disposed of (4.9)
Reflacted in the consolidated cash flow statement 79.5
The net cash flows are as follows:
Operating activities L7
Bwesling activities 44,3
Net cash inflow 56.0
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2007 2006 2007 2006
8. CASHAND CASH EQUIVALENTS S$enillion Smillion $mitHion Emiltion
€Cash at bank and in hand 128.6 120.6 49.3 43.5
Call deposits 719 221 7.5 3.3
200.5 158.7 56.8 52.8
Cash at hank and in hand attributable i discontinued operations (refer note 7) - 41.3 - -
Cash and cash equivalents in the cash flow statemerits 200.5 200.0 56.8 52.8
Bank balances and call deposits earn interest at Floating rates based upon
market rates,
The carrying amounts of cash and cash equivatents represent fair value.
Restricted cash balances
Barracuda Ltd, 2 wholly-owned subsidiary incorporated in Papua New Guinea,
has cash and cash equivatents at 31 Devember 2007 of USS14.5 million
(2006: USS4.T miltton) which can only be repatrizied (o Australia with the
permission of the Internst Revenue Coammission of Papua New Guinea in
accordance with the financing plan submitted in respect of PDL 3.
Santos (BBF) Pty Ltd, a wholly-owned Australian subsidiary, has cash and cash
equivatonts at 31 December 2007 of US$23.7 mitlion (2006: US$12.6 niillion)
that are held to cover obligations under a reserve-based faciity.
9. TRADE AND OTHER RECFEIVABLES
Current receivables
Trade receivables 429.0 370.2 145.2 172.1
Tax related balances owing ty controlled entilies - - 20.0 46.6
Non-trade receivables and prepayments 178.4 117.3 43.3 1.0
607.4 4875 208.5 235.7
The ageing of trade raceivables at the raporting date was as follows:
Less than one month 394.0 360.9 143.7 1721
Ona to three months 201 3.6 0.7 -
Three to six months 13.3 0.3 -
Six to bwelve months - 0.4 0.1
Greater than twelve months 1.6 - 0.7
429.0 370.2 145.2 172.1

Trade receivables are non-interest-bearing and settlement terms are generally within 30 days.

Trade receivahles that are neither past due nor impaired relate to a number of independent customers for whom there is no recent history of

default.

Impaired receivables

AL 31 December 2007 there were ne curvent trade veceivables that were Bnpaired (2006: $rit).

The balance of the allowance forimpairment in respect. of trade receivables at 31 December 2007 was $nil {20062 $nil}. There has been no

movement in the allowance during the year.
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Consolidated Santos Ltd
2007 2006 2007 2006
2. TRADE AND OTHER RECEIVABLES (CONTINUED) $million Serillion Smilbon $million
Non-current recaivables
Receivabtes dye from controtled entities:
Non-interest-bearing - - 291 G01.7
Irferest-bhearing - - 1,275.7 662.1
- - 1,304.3 1,263.8
Receivabies due from controlled entitias are shown net of impair ment tosses of
$25.3 million (2006: $6.3 million).
Receivables due frarm controlled entities are for lnans made in the ordinary
course of business for an indefinite period. Interesi-hearing amounts owing
by controlled entities are at normal market terms and conditions,
10, INVENTORIES
Petroleum products 165.4 113.5 86.7 54.4
Drilling and maintenance stocks 76.1 53.9 29.2 19.6
Total inventories at the lower of cost and net realisable vatue 2415 A 115.9 75.0
Drilling and maintenance stocks included above that are stated at net
realisable value 59.7 4.1 28.6 18.3
11 DERIWVATIVE FINANCIAL INSTRUMENTS
Interest rate swap contracts 71.2 12.3 -
Fair value of embedded derivatives 6.9 i8.8 -
84.1 26.1 - 1.3
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Subsurface Plant and Subsurface Plant and

12. EXPLORATION AND assets  equipment Total assets  equipment Total

EVALUATION ASSETS $million Smillion Serillion $milion Smiltion Smillion
Balance at 31 December 2006 159.7 G.6 360.3 20.6 0.1 20.7
Balance at 31 December 2007 332.3 0.1 332.4 15.4 0.1 15.5
Reconciiation of movements
Batance at 1 Janusy 2006 333.4 5.7 339 171 0.6 17.7
Acqprisition of controtled entities 10.3 - 10.3 - - -
Acquisition of exploration and evaluation assets 465.2 - 46.2 - - -
Additions 230.4 - 230.4 17.8 - 17.8
Exptoration and evalation expensed {97.2) - (97.2} (14.3) - {14.3)
Disposals (3.7) (5.1} (13.8) - (0.5) (0.5)
Transfer to oil and gas assets (114.9} - {115.9) - - -
Assets included in discontinued operations

(refer note 7) {21.1) - {21.1) - - -
Foreign currency transtation {18.7} {18.7} - - -
Balance at. 31 December 2006 359.7 0.6 360.3 720.6 0.1 20.7
Balance at 1January 2007 359.7 0.6 360.3 20.6 0.1 20.7
Acquisition of controlled entities 56.3 56.3 - - -
Acquisition of exploration and evaluation assets 115 - 11.5 - - -
Additions 3119 - 3119 95.2 - 95.2
Exploration znd evaluaticn expensed {226.1) - (226.1) {54.2) - (56.2)
Bisposals (1.0) {0.5) {1.5) - - -
Transfer to oil and gas assets (163.3) - {163.3) (46.2) - (46.2)
Forelgn currency translation (16.7} - {16.7) - - -
Balance at 31 December 2007 332.3 0.1 3324 15.4 0.1 15.5
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Subsurface Plant and Subsurface Plant and
assets  equipment Total assets  eguipment Total
13. OlL AND GAS ASSETS $million $miltion Semillion $miltion Smilkion Switon
2007
Cost at 31 December 2007 7.143.2 52121 12,355.3 2,475.2 2,259.7 4,734.9
Less accumulated depreciation, depletion and
impairment (4,016.2) (2,754.7) (6,770.9) (1,725.4) {1,359.4) (3,084.8)
Balance at 31 Becember 2007 3,127.0 2,457.6 5,684.4 749.8 900.3 1,650.1
Reconcdiliation of movements
Assets in development
Balance at 1 January 20067 204.6 2.9 207.5 - - -
Additions 52.1 14.6 66.7 - - -
Transfer from exploration and evaluation assets 109.6 - 109.6 - - -
Transfer to producing assets (133.0) {14.3) (147.1) - - -
Foreign currency translation {12.9) (3.6) (15.9) - - -
Balance at 31 December 2GC7 220.4 0.4 220.8 - - -
Producing assets
Batance at. 1 January 2007 2,651.9 2,373.3 5,025.2 856.3 863.2 1,718.5
Acguisition of cantrolled entities 50.5 - 50.5 - - -
Acquisition of oil and gas assats 20.9 - 20.9 - - -
Additions 447.3 413.2 8610 160.4 176.4 336.2
Transfer from assets in development 1331.0 14.1 147.1 - - -
Transfer from exploration and evaluation assets 53.7 - 53.7 46.2 - 46.2
Deprediation and depletion expense (431.3) {303.2) (734.5) {265.7) {1304} {395.8)
Net impairment losses - - - {47.4) (9.2) (56.6)
Foreign currency translation {19.9) {40.4) (60.3) - - -
Balsaice at 31 December 2007 2,906.6 2,457.0 5,363.6 749.8 900.3 1,650.1
Total ¢il and gas assets 3,127.0 2,457.4 5,584.4 749.8 %60.3 1,5650.1
Comprising:
Exploration and evaluation expenditure pending
commercialisation 197.3 0.4 197.7 - - -
Cther capitalised expenditure 2,929.7 2,457.0 5,386.7 749.8 900.3 1,650.1
3,127.0 2,457.4 5,584.4 749.8 900.3 1,650.1
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Subsurface Plant and Subsurface Plant and
13. OlL AND GAS ASSETS assets  equipment Total assets  eguipment Total
(CONTINUED) Smillion $million Smillion $miltion Smillion Smillion
2006
Cost 3t 31 December 2006 6,430.9 4,863.6 11,294.5 7.315.9 ?2.093.0 4.408.9
Less accumulated depreciation, depletion and
impairment 3,574.4) (2.,487.4) (6.061.8)  (1,459.5) (1.229.8) {2.689.4}
Balance at: 31 Decernbiar 2006 2,856.5 2,376.2 5,232.7 856.3 HE3.2 1,710.5
Reconciliation of movements
Assets in develspment
Balance at 1 January 2006 126.5 346.6 473.1 28.3 95.8 124.1
Additions 50.8 103 66.9 - - -
transter from exploration and evaluation assets 109.4 - 109.4 - - -
Transter to producing asseks {G7.0) {353.8) (420.8) {28.3) (95.8) {124.1)
Exploration and evaluation expensed (3.7) - {3.7) - - -
Foreign currency translation (5.4) - (5.4} - - -
Balance at 31 December 20G6 204.6 2.9 207.5 - - -
Producing assets
Batance ab 1 January 2006 ?,462.3 31,8571 4,319.4 Q02.7 701.2 1.603.9
Acquisitions of controtled entities B4.5 - 84.% 11.4 3.6 15.0
Additions B76.2 450.3 1,326.5 218.7 1B4.4 4073,
Transfer from assets in developrent. 7.0 353.8 420.8 28.3 95.8 124
Transter from exploration and evaluation assets 5.5 - 5.5 - - -
Bisposals (18.4) - {18.4) (0.3) (13.7) {14.0}
Depreciation and depletion expense {423.3) {2h3.5) (676.8) (?56.7) {107.4) {404.1}
Exploration expensed (240.5) - (240.5) (5.6) - (5.6}
Net irmpairment, (losses)/reversals (18.2) 1.9 {16.3) (2.2) (0.7) (2.9}
Assets included in discentinued operations
(refer note 7) {116.0} (5.7) (t21.7) - - -
Fareign currency translation (27.2} {30.65) {57.8) - - -
Balance at 31 December 2006 2,651.9 2,373.3 5,085.2 856.3 863.2 1,718.%
Total oil and gas assets 28565 2,376.2 5,232.7 856.3 B853.2 1,719.5%
Comprising:
Exploration and evaluation expendilure pending
cormmerdclalisation 57.9 - 51.9 - - -
Other capitalised expenditure 2,798.5 2,376.2 5.174.8 856.3 863.2 1,719.5
2,856.5 2,376.2 5,232.7 856.3 863.2 1,719.5
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Consolidated Santos Ltd
Land and Plant and Land and Plant and

14. OTHER LAND, BUILDINGS, buildings  equipment Total buildings  eguipment Total

PLANT AND EQUIPMENT $million $million Femillion Smiltion Smiltion Smillion
Cast. at 31 Decembrr 2006 21.8 198.9 2707 4.8 188.3 123.1
1.ess accumulated depreciation {1.8) (101.7) (103.5) {0.5) (28.4) {98.9)
Balance at 31 Decernber 2006 20.0 97.2 117.2 4.3 89.9 4.2
Cost &t 31 December 2007 211 236.3 263.2 4.8 2249 229.7
Less accumulated depreciation {2.5) (125.9) {128.4) {0.6) {121.7) (122.3)
Balance at 31 December 2007 24.6 110.2 134.8 4.2 103.2 107.4
Reconciliation of movements
Batance at 1 January 2006 12.2 51.3 13.5 5.5 45.3 61,8
Acquisition of controlled entities - - - - - -
Additions 11.9 41.3 59,2 1.1 55.7 56.8
Disposals - {0.1) (™1} - {0.1) {0.1}
Depreciation {4.1) (11.3) (15.4) (2.3) (12.0) {14.3}
Balance at 31 Decernbar 2006 Z20.0 97.2 117.2 4.3 89,9 94.2
Balanice at 1 Januaiy 2007 20.0 97.2 117.2 4.3 89.9 94,2
Addditions 5.1 3n3 62.4 - 36.7 36.7
Depreciation (0.5} (24.3) {24.8) {0.1) {23.4) (23.5)
Balance at 31 December 2007 24.6 110.2 134.8 4.2 103.2 107.4
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15. IMPAIRMENT OF CASH-GENERATING UNITS

A% 31 December 2007 the Group reassessed the carrying amount of its oil and gas assets for indicators of impairment such as changes in future
prices, future costs and resarvas. As a result, the recoverabls amounts of soma cash-generating units were formatly reassessed but no
impairment write-downs were required.

Estinistes of recoverable amounts are hased on the assets’ value in use, determined by discounting each asset’s estimated future cash flows 4t
asset specific discount rates. The pre-tax discount rates applied were equivalent to post-tax discount rates hutween 5,6% and .7% (2006: 6.3%
and 9.1%) depending on the nature of the risks sperific to each asset. Where an asset does not generate cash flows that are largely independent.
from other assets or groups of assets, the recoverable amonnt. is deterinined tor the cash-generating unit tn which the asset helongs.

Consolidated Santos Ltd
Subsurface Plant and Subsurface Plant and
assets  equipment Total assets  equipment Total
aell] Description Smillion $million $million $million $milbon $million
2007
Mutineer-fxeter Git field - - - 39.3 8.6 47.9
Cther - impairment losses - - - 8.1 0.6 8.7
Australia - - - 47.4 9.2 56.6
Comprising:
Impairment losses - 56.6
Impairment reversals - -
Netimpairment loss - 56.6
20086
Elang-Kakatua Oilfiald 6.2 0.3 6.5 - - -
Other - impairment losses 6.6 c.8 T4 2.2 0.7 2.9
Other - impairment reversals {3.3} {2.8) (6.1) -
Australia 9.5 (1.7) .8 2.2 0.7 2.9
{nternational — othes 3.4 - 3.4 - ~ -
Continuting eperations 125 an 1.2 2.2 0.7 2.9
Uiscontinued aperstions 5.1 - 5.3 - - -
18.0 {1.7) 16.3 2.2 0.7 2.9
Comprising:
Imipairment losses 22.4 2.9
Impairment reversals {6.1) -
Net impairment loss 16.5 2.9

The Group has continued Lo cairy forward capitalised exploration and evaluation expenditure of $55.5 milion in respedt of the Jervk il
discovery i the Sampang PSC in Bast Java, Indonesia. Oppoertuntties Lo commerdialise Jeruk continue to be pursued: however, plans for
additional appraisal drilling have been placed on hold pending the review of development scenaries and the resolution of commercial and
technical issues Lhat may impact the viability of any development.

At 31 December 2007 the recoverable amount of Jei uk was formally estimated by applying probabilistic assessments to potential future cash
flows. This analysis indicsted that the recoverable amount of Jeruk supports the cairying amount at 31 Decembes 2007,
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Consolidated Santos Ltd
2007 2006 2007 2006
16. AVAILABILE-FOR-SALE FINANCIAL ASSETS $million $miltion $million $milfion
Equity securities available for sale 15.6 45.2 15.6 20.3
Investments in equity securities available for sate consist of investments in
ordinary shares listed on the Australian Securities Exchange, and have no fixed
maturity date or coupon rate,
17. OTHER FINANCIAL ASSETS
Investments in controtled entities - 34723 2,833.8
Qther 32.7 11.9 16.1 1.9
""" 32.7 12,9 3,488.4 2,841.7
{8. DEFERRED TAX ASSETS AND LIABILITIES
Recognised deferrad tax assets and liabitities
Deterrad tax assets and Gabilittes are attributable to the following:
Assets Liahilities Net
2007 2005 2007 2006 2007 7006
Somillion Lmillion Srnitlion $mithion Smillion $million
Consotidated
Exploration, evaluation, oil and qas assets,
cther land, buildings, plant and equipment - - 306.4 358.8 308.4 358.8
Other investmants - - 3.3 1.6 33 1.6
Trade receivables - AT 5.7 - 5.7 7.9y
Other receivables - - a1 - 0.1 -
Liventories - - 20.1 15.¢ 203 15.0
Prepayments - - 2.2 2.G 2.2 2.0
Other assets - - - 8.7 - 9.7
Equity-raising costs {0.6) {1.3) - - {0.56) {1.3)
Trade payables {6.6} {7.8) - - {6.6) (7.8)
Interest-bwaring loans and borrowings - - 87.1 81.1 B7.1 91.1
Employee benefits {19.3) (18.3) - - {19.3) {18.3)
Befined benefit obligation (3.4) {5.5) - - 3.4) (5.5)
Provisions {11.1) (9.1} - - {11.1) (8.1}
Other itars - - 73.4 34.3 73.4 34.3
Tax value of cariy-forward losses racogrised {18.5} {20.2) - - {18.5) (20.2)
Tax {assets)/liabilitizs (59.5} (70.1) 498.3 512.5 438.8 442.4
Set-off of tax (27.3) (5.0} 21.3 5.0 - -
Not tax {assets)/biabilities (86.8) (75.1) 525.6 517.5 433.8 442.4
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Assets Liabiltities Net
18. DEFERRED TAX ASSETS 2007 2006 2007 2006 2007 2006
AND LIABILITIES (CONTINUED) $million $million $million $Smitlion Smiltion Smillion
Santos Ltd
Exploration, evaluadon, oil and gas assets,
other tand, buitdings, plant and equipment - B3.9 111.7 839 117
Ctherinvestments - - 3.3 1.6 33 1.6
Trade receivables - {8.5) 5.0 - 5.0 {8.5)
Inventories - - 12.6 0.7 12.6 9.7
Cther assets - - - 0.9 - 0.4
Cquity -raising costs {0.6) {1.3) - {0.6) (1.3)
Employes benefits (18.3} (17.5) - {18.3) {172.5)
Defined bansfit obligation (3.4) (5.5) - (3.4) {5.5)
rovisions (8.2) {6.2) - (8.2} {6.2)
Other tiabilities - {2.8) - - - {2.8)
Other ftems (11.2) - - 0.2 {11.2) 0.2
Tax value of carry-forward losses recognised {9.0) {17.0) - {9.0) (17.0}
Tax {ascets)/liabilites (50.7) {58.8) 104.8 124,1 54.1 65.3
Set-off of Lax 50.7 58.8 {50.7) {58.8) ~ -
Net tax liahilities ~ - 54.1 65.3 54.1 65.3
At 31 December 2007, temporary differences of $2,498.9 million (2006: $3,006.5 miltion) relating to investments in subsidiaries have not
treen recognised hecayse the Company controls whether the liability will be incurred and it is gatisfied that it will not be incurred in the
foreseeable future,
Unrecognised deferred tax assets
Neferred tax assets have not heen recognised in respect, of the following items:
Consolidated Sartos Ltd
2007 2606 2007 2006
%million Fmillion $million Smillion
ieductible temporary differencas 75.8 40.3 - -
iax losses 72.8 124.% 27.8 38.8
148.6 164.8 278 38.8
Deferred tax assets have not baen racognised in respect of these items bacause it
is not probabte that future taxable profits will be available against which the
Group can utilise the benefits. Unrecognised deductible temperary differences
and tax Losses of $44.9 million (2006: $83.9 million) will expire betwaan 2008
and 2025. The remaining deductible temporary differences and tax Iosses do not
axpire under current tax legislation.
19. TRADE AND OTHER PAYABLES
Trade payables 432.4 3414 180.6 136.2
Non-trade payables and accrued expenses 229.0 100.4 731 55.0
Amounts owing to controtled entities - 389.2 37117
6614 441.8 642.9 L62.9
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Consolidated Santos Lid
2007 2006 2007 2006
20. INTEREST-BEARING LCANS AND BORROWINGS $million $milfon $million tmitfon
This note provides information abeut the contractual terms of the Group's
interest-besring toans and borrawings. For more infarmation aboud the Group's
exposyre ta interest rate and foreign currency risk, see note 38.
Current liabitities
Bank teans - secured L4 9.0 - -
Bank loans — unsecured 17.3 0.3 - -
Commercial paper 64.6 129.6 - -
Medium-term notes 13.8 - - -
Long-term notes - 120.4 - -
103.1 289.3 - -
Non-current Habilities
Amounts ewing to controlled entities - - 2,478.2 2,583.6
Hank Inans - secured 46.4 52.5 - -
Bank Inans — vnsecured 304.5 212.4 - -
Medium-term notes 438.8 463.7 - -
Long-tarm nates 1,203.2 6118 - -
1,992.9 1,360.4 2,418.2 2,583.6

The amounts owing to controlled entities are for loans made in the ordinary course of business on normal market terms and conditions and are

not repayable for 2 minimum of nine years.

The Group has entered into interest rate swap contracts to manage the exposure to interest rates. This has resutbed in 2 weighted average
interest rate on interest-bearing Habitities of 6.62% as at 31 December 2007 (2005: 6.33%). All boriowings are unsecured, with the exception
of the secured bank loan, and arranged through a controtled entity, Santos Finance Ltd, and guaranteed by Santos Ltd.

Details of major credit facilities
{A) BANK LOANS — SECURED

A reserva-based lending facility for US$65,0 million was entered into in the 2006 reporting period which bears a floating rate of interest.
The facility is secured by a first charge over the Group's interests in the Maleo and Kakap assets in Indonesia with a carrying amount, at
31 December 2007 of A$131.6 mitlian. The average rate for the year was 9.15%, and A$47.8 million was outstanding at the balance sheet
date. The facility is available untit 2012, and tha current amount drawn down is expected to be fully repaid by 2010,

(B) BANK LOANS — UNSECURED

The Group has access to the following committed revolving bank facilities:

Revolving facilities
2007 2006
Year of maturity Currency ASmillion Asmmliion
2007 Multi<urrency - 200.0
2008 Multi-currency - 300.9
2009 Multi-corrency - 200.9
2011 Multicuyrrency 225.0 -
2012 Multi-currency 375.0 -
2013 Mutti-currency 100.0 =
700.0 700.0

Revoliving hank faciliies bear interest at the relevant interbank reference rate plus 0.25% to 0.43%. The amouni drawn at.

11 December 2097 is $130.0 million (2006; $nil).

100




oANTOS Ltad 28/03/7/2008 9:40:32 PM PAGE 108/1863 Fax Server

! Santos Annual Report 2007

20.INTEREST-BEARING LOANS AND BORROWINGS (CONTINUED)
{B) BANK LOANS ~ UNSECURED (CONTINUED)

Yerm bank loany

2007 2006

Year of maturity Currency ASmiltion A$mitlion

2007 usph - 0.3

2008 usp 17.3 14.1

2009 usp 21.4 23.7

2010 ust 22.2 24.4

2011 usn 229 25.3

2012 usDh 19.7 219

2013 usD 16.4 18.2

2014 usp 17.3 149.2

2015 usp 1.7 19.6

| 2016 usb 18.0 20.0
} 2017 Usn 18.9 21.0
| 1918 2327

Term bank toans bear interest at the relevant interbank reference rate plus a margin of up to 0.75%. The amount outstanding at
31 (ecember 2007 is USE168.1 million (A$191.8 million) (2006: US$183.9 million {A$232.7 mitlian)) at a weighted averags annual
effective interest rats of 5.99% {2006: 6.22%).

(Cy COMMERCIAL PAPER

The Group has an $800.0 mition (200061 $800.0 milion) Australian commerdial paper program supporied by the revolving bank fagilities |
referred to in (B} above. AL 31 December 2007, $64.6 million (2006: $3129.6 willion) of commercial. paper is on issue and the weighted |
average annuatl effective interest rate is 7.59% (2006: 6.61%).

) MEDIUM-TERM NOTES
the Group hasa $1.0006.0 milfon (2006: $1,000.0 million) Australian medium-term note program.

Medium-term notes on issue

Effective 2007 2006
Year of fssue Year of maturity interest rate $million $raillion
1948 2N0N8 8.04% 19.8 19.7
2005 2011 7.85%" 349.0 349.2
2005 2015 1.84% 89.8 g4.8
458.6 463.7
*  Floating qute of intorest.
{E) LONG-TERM NOTES
Long-term notes on issue
Effactive 2007 2006 2007 2006
Year of issue Year of maturity intarest rate US3milion  USSmillion ASmiltion Asmition
2000 2007 to 2615 7.G8% 203.1 303.4 231.8 334.0
2002 2009 Lo 2022 6.15% 307.3 298.9 350.7 378.2
2007 2017 Lo 2027 5.57% 544.0 - 620.7 -
1,054.4 502.3 1,203.2 162.2
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Consolideted Santos Ltd
2007 2006 2007 2006
11. PROVISICNS % prri blion Srnilbion $miltion Smition
Current
tiability for annual leave 23.7 1.6 229 20.8
liability tor lnng service leave 35.7 L8 35.2 3.3
Rastoration 5L% ¥R 5.5 6.6
Non-executive Directors’ retirament benefits 15 1.7 1.5 1.7
1124 1124 65.1 60.4
Non-current
Liahility for long service leave 3.5 2.7 3.2 2.5
Liahility for defined benefit obligations {refer note 29) 16.3 6.3 16.3 26.3
Restoration N 523.8 512.8 148.3 156.0
543.6 541.8 167.8 184.8

Mavements in each class of provision during the financial year, other than provisions refating to employee benefits are set. out below:

Total
Non-executive
Directors’
Tutal retirtement
restoration benefits Total
Smillion $million Smillion
Consolidated
Balance at 1 Janvary 2007 552.8 1.7 591.%
Provisions made dering the year 29.6 041 29.7
Provisions used during the year {42.7) {0.3) (43.0)
Unwind of discount 23.9 - 239
Change in discount rate {32.5) - {32.5)
Foreiygn currency fluctuations 1.2 - 1.2
Balance at 31 December 2007 575.3 1.5 576.8
Santos Ltd
Balance at 1 January 2007 162.6 17 164.3
Provisions made during the year (5.0) 0.1 {4.9)
Provisions used during the year (2.7 {0.3) {3.0)
Unwind of discount 8.5 - 8.5
Change in discount rate _ {55 - {9.6)
Balance at 31 December 2007 153.8 1.5 155.3
Restoration

Provisions for fisture removal and restoration costs are recognised where there is a present obligation s a vesull of exploration, development,
production, transportation or storage activities having been undertaken, and it is probable that an outilow of ecoromic benefits wili be
vequired to settls the ohligation. The estimated future obligations include the tosts of removing fadiities, ahandening wells and restoring the
affacted areas.

Non-executive Directors’ retirement benefits

Agreements mast with the Hon-exerutive Directors appointes prior to 1 January 2004 providing for the payment of 2 sum en vetirement. trom
office as a Director in accordance with sharehotder approval at the $989 Annust Gieneral Meeting. Such benefits cessed to accrue with effect,
from 30 June 2004. These benefits have been fully provided for by the Company.

I June 2007, the Bosrd resolved to adogt a potlicy of indexation of these hioren benefits to prevent further erosion of the real value,
The entitlements are annuatly indexed ta the tive year government. bond rate.

During the year. a retirement; payment was made to Mr #4 A O"Leary who retived as a Director in December 2006,
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Consolidated Santos Ltd
2007 006 2007 2006
22. OTHER LIABILITIES Sorillion Serltion $million $mitlion
Current
fnterest. rate swap contracts ‘ 9.9 6.7 - -
Other 2.1 2.7 - -
12.0 B.% - -

Non-current
Other 7.4 7.6 - -

23. CAPITAL AND RESERVES
Reconciliation of movement. in capital and reserves attributahle to equity holders of Santes Ltd

Share Translation Fair vatue Retained Total
capital resarve reserve earnings equity
$milion $million Smillion $miltion Suillion
Consolidated
Balance at 1 January 2005 2,212.0 {184.3) 6.G 930.¢ 2,963.9
Movernent per recoqniised income and expense statement - {29.6) 7.6 639.7 617.7
Share options exercised by employees 3.9 - - - 3.5
Shares issuer 385 - - - 38.5
Dividends to shareholders - - - {268.%) (268.5)
Balance at 21 Decomber 2006 2,254.4 {213.9) £3.6 1,301.4 3,355.%
Balance at 1 January 2007 2,256.4 (213.9) 13.6 1,301.4 3,355.5
Movement per recognised income and expense statemant - (66.4) (6.2} 450.2 3716
Share options exercised by employoes 3.0 - - - 3.0
Shares issued 4.4 - - - 144.4
Share buy-back (70.2) - - (231.2) {301.4)
Dividends to sharehoiders - - - (268.6) {268.6)
Balance at 31 December 2007 2,331.6 (280.3) 1.4 1,251.8 3,310.5
Addt minarily interest - - - - -
Total equity 2,331.6 (280.3) T4 1,251.8 3,310.5
Santos Lid ‘
Balance at 1 January 2006 2,212.06 - 4.4 784.4 3,000.8
HMovement per recognised income and expense statement, - - (2.6} (114.2) (116.2)
Share optens exercised hy employees 3.9 - - - 1.9
Shares issued 38.5 - - - 8.5
Gividents to shareholders - - - (268.5) (268.5)
Balance at 31 December 2G06 2,254.4 - &4 4.7 2,658.5
Balance at 1 January 2007 2,254.4 - 2.4 401.7 2,658.5
Maovement per recognised income and expense statement - - 5.0 1,283.6 1,288.6
Share optinns exercised by employaes 3.0 - - - 3.0
Shares issued 144.4 - - - 144.4
Share buy-back (70.2) - - (231.2) (301.4)
Dividends to shareholders - - - {268.6) {268.6)
Balance at 31 December 2007 2,331.6 - T.4 1,185.5 3,524.%
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Consolidated Santos Ltd

2007 2006 2007 2005

13. CAPITAL AND RESERVES (CONTINUED) Senillion Snillion Smitlion $mitllion
Share capital

585,964,352 (2006; 598,524,106) ordinary shares, fully paid 1,747.2 1,670.0 1,747.2 31,670.0

88,000 {2006: 88,000} ordinary shares, paid to one cent - - -

6,000,000 (2006: 6,000,000} redeemable convertible preference shares 5B4.4 584.4 584.4 584.4

2,331.6 2.254.4 2,331.6 2,254.4

In accordance with changes to the Corporations Law effactive 1July 1998, the shares issied do not have a par value and there is no Hmit on

tha authorised share capital of the Company.

2007 206 2007 2006
Note Humber of shares Smilfon $mittion
Movement in fully paid ordinary shores
Briance at the beginning of the year 598,524,106  594.30L.771 1.670.0 1,622.6
Santos Fmployee Share Acquisition Plan 29(A) 100,650 114,356 1.3 1.2
Santos Employee Share Purchase Plan 30{A} 400 62,900 - 0.6
Shares issued on exercise of options 30(B) 455,308 L&G,702 3.0 3.9
Shares issued nn vesting of Share Acquisition Rights 30(B) - 127,450 - -
Santnos Executive Share Plan 30{C) - - - -
Non-executive Director Share Plan 30(0) 14,847 - 0.2 -
Dividend Reinvestment. Plan A 11,540,226 3,330,527 142.9 36.7
OF-market huy-back B (24,671,275} - (70.2) -
Balance at the end of the year 585,064,352 598,524,106 1,747.2 1,670.0
Maovement in redeemuble convertible preference shores
Balsnce at the beginning of the year G 6,000,000 5,000,000 584.4 ER4.4
Shares issued - - - -
Share issue cost - - - -
Balance at the end of the year 6,000,000 5,000,660 584.4 5B84.4

The market. price of the Company’s ordinary shares on 31 Derember 2007 was $14.12 (2006: $9.87). Ordinary shaies entitle the holder to
participate in dividends and the proceeds on winding up of the Company in proportion ke the number of and amounts paid on the shares held,
‘Fhis is subject to the prior entitlements of the redeemable ronvertible preference shares.

{A) DIVIDEND REINVESTMENT PLAN

The Santos Dividend Reinvestment Plan is in operation. Shares are allocated at the daily weighled average market price of the Company's
shares on the ASX over a period of seven business days commencing on the business day sfter the Dividend Record Date. At this Lime, the

Board has determined that no discount will apply.

{B) OFF-MARKET BUY-BACK

0n 30 June 2007, the Company bought back 24,671,275 fully paid crdinary shares, representing 4.10% of fulty paid ordinary shares on
issue at that date, at a price of $12.1G per share, 570.2 million was debited ayainst the Comparny's capitat account, (including $1.4 miltion
transaction costs, net of tax) and $231.2 million was debited against retained earnings,
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23. CAPITAL AND RESERVES (CONTINUED)
(C) REDEEMABLE CONVERTIBLE PREFERENCE SHARES '

On 30 September 2004, the Campany issued 6,000,000 redeemable convertible preference shares at $100 «ach, which resulted in an
smount of 3600,000,000 heing credited to the Company's capital account. before deducting the costs of issue,

Redeemable convertible preference sharehiolders receive a fluating preferential, non cumutative dividend which incorporates the valee of
franking ciedits (i.e. iLis on a grossed up basis), set at the Bank Bill Swap Rate for 180-day bills plus a margin, Dividends on redeemalle
convertible preference shares aje in priority to any dividend declared on ordinary class shares. Redeema ble convertible preference
sharcholdars are not entitied to vote at any general meetings, except in the following circumstances:
(i} ona proposal;
(1) to reduce the share capital of the Lompany;
(2) that affects rights attached to the redeemable convertibte preference shares;
{3) to wind up the Company; or
{(4) for the disposal of the whele of the property, business and undertaking of the Company;
(i} on a resolution Lo approve the terms of a buy-back agreement;
(i) during & period in which a dividend or part of a dividend on Lhe redeemable convertible preference shares is in arrears; or

{iv) during the winding up of the Company,

Inthe event of the winding up of the Company, redeemable convertible preference shares will ran for repayment of capital behind afl
creditors of the Lompany, but ahead of the ordinary class shares,

The redeamable convartible preference shares may, at the sole discretion of the Company, be converted into ordinary class shares
and/cr exchanged.

Capital risk management
The Group's objective when managing capitalis to safequard the ability to continue as a going concarn, so that it can continue to provide
returns for shareholders and benefits for other stakeholders, and to maintain an effident capital structure,

i ordes to maintain or adjust the capitat struckure the Group may adjust the amount of dividends paid to sharehotders, return capitalto
sharehalders, issue new shares or sell assets to reduce debt.

Consistently with others in the industry, the Group manitors capital on the basis of the gearing ratio, This ratio is ceiculated a5 net daht,
divided by totat capital Net debt is calrulated as totat interest-hearing lozns and borrowings less cash and cash equivalents, Total capital is
aaleulated as total equity as shown in the balance sheet plus net debt. Equily includes redeemahle convertible preference shares,
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23. CAPITAL AND RESERVES (CONTINUED)

furing 2007 the Group’s target was to maintain a gearing ratio below §5% and a BBB+ Standard & Poor‘s credit rating. The gearing ratios at
31 Dzcember 2007 and 31 Dacember 2006 ware as follows:

Consolidated Sanlos Lvd

2067 2006 2007 20006

Smillion $miltion $miltion Smillion

Total interest-bearing loans and borrowings (niote 20) 2,086.0 1,649.7 2,478.2 2,583.6
Less cash and cash equivalents {note 8) (200.5) {200.0} (56.8) (52.8)
Net debi 1,895.5 1,444.7 2,421.4 2,530.8
Totat equity 3,310.5 3,355.5 3,524.5 2,658.5
Totat capital 5,206.0 4.805.2 5,945.9 5,189.3
Gearing ratio 36.4% 30.2% 40.7% 48.8%

The increase in the gearing ratio resutted primarily from the $300.¢ million share buy-back undertaken during the year.

Transiation reserve

The foreign currency translation reserve comprises alt foreign exchange differences arising from the translation of the financial statements
of forzign operations where their functional currency is different to the preserntation currency of the reporting entity, as well as from the
translation of (abilities that hedge the Company’s net investment in a foreign subsidiary and exchange differences that arise on the translation

of monetary itams that form part of tha net investment in a foreign operation.

Fair value reserve

The fair vatue reserve includes the cumuylative net change in the fair value of avaiiable-for-sale nvestinents until the investment is

derecogrmsed.

Dividends
Uividends recagnised during the year by the Company are:

Dotlars Total Franked/ Payment
per share $miltion unfranked date
2007
Interim 2067 redeemabla preferencs $2.859%2 171 Franked 2 Oct 2007
Final 2006 redeemablz preference 32.7272 16.4 Franked 2 Apr 2007
Interim 2007 ordinary $0.20 115.4 Franked 2 0ct 2007
Final 2006 ordinary $0.20 1197 Franked 2 Apr 2007
268.6
2006
rterim 2006 redeemahle preference $2.5275 15.2 Franked 2 Oct. 2006
Fingl 2005 redeemable preference $2.5300 15.2 franked 31 Mar 2000
Interim 2005 ordinary $0.20 119.2 Franked 2 Oct 2006
¥inal 2005 ordinary $0.20 112.9 Franked 3t Mar 2006
268.5

Franked dividends paid during the year were franked at the tax rate of 30%.

r——r—-——
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13. CAPITAL AND RESERVES (CONTINUED)

After the balance shest date the following dividends wers proposed by the
Directors, The dividends have not been provided for and there are no
income tax conseguences.

Dollars Total Franked/ Payment

par share Smillien unfranked date

Final 2007 redeemable preference $2.9983 18.0 Franked 31 Mar 2008

Final 2007 oidinary $0.20 e Franked 31 Mar 2008
135.2

The financial effact of these dividends has not been brought to account in the: finandat statements for the year ended 31 December 2007 and
will be recognised in sabsequent finandal reports,

Santos Ltd
2007 2006
$miltion Smitlion
Dividend franking occount
30% franking credits avaitable to shareholders of Santus Lid for future distribution,
after adjusting for franking credits which will arise fram the payinent of
the cutrent tax lisbility 3t 31 December 2007 661.6 738.3

The ability te utilise the franking credits is dependent upon there heing sufficient available profits to declare dividends.

the impact an the dividend franking account of dividends proposed after Lhe balance sheel. date bul not rerognised as a liability is o reduce it by
$57.9 miition (2006: $58.3 millinn).

24. EARNINGS PER SHARE

Basic earnings per share amounts are calculated by dividing net profit for the year attributabie to ovdinary equity holders of Santos Ltd (sfter
deducting dividends paid an redeemable convertihle preference shares) by the weighted average number of ordinary shares outstanding
during the year.

Diluted earnings per share amounts are calculated by dividing the net profit attributable bo ordinary equity holders of Santos Ltd (after adding
back the dividends paid on redeemable convertible preference sharesy by the weighted averzge number of ardinary shares outstanding during
the year plus the weighted sverage number of ardinary shares that woultd be issued on the conversion of all the dilitive potential ardinary
shares into ordinary shares,

Consolidated
2007 2006
Smillion smillfon
tarnings used in the calcuizton of basit and diluted earnings per share
reconciles to the net profit after tas in the income statement as fotlows:
Met profit attributable to ordinary equity holders of Santos Ltd from
continuing operations 506.2 6700.9
Net loss attributzble to ordinary equity holders of Sentos Lid from
discontinued operations (65.6) {21.5)
Net profit attributabie to ordinary equity halders of Santos Ltd 440.6 643.4
{sividends paid on redeemabls convertible preference shares (33.5) (30.4)
Earnings used in the caloulation of basic earnings per share 407.1 61,0
Uividends patd on redeemable convertible preference shares 335 30.4
Earnings used in the calculation of diluted earnings per share 450.6 643.4
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24. EARNINGS PER SHARE (CONTINUED)

Consolidated
2007 2006
Number of shares

The weighted avarage number of shares used for the purpases of calculating
diluted earnings per share reconciles to the number used to calculate basic
earnings per share as follows:

Basic earnings per share 580,505,305 596,176,555
Partly paid shares 65,864 3.763
Executive share options 818,109 654,780
Share acquisition rights 1,846,671 675,123
Redeemahble convertible preference shares 48,354,101 52,942,374
Diluted earmings per share 541,590,050 650,512,595

Partly paid shares cutstanding issued under the Santos Exacutive Share Plan; aptions autstanding issued under the Santns Executive Share
Option Plan: Share Acquisition Rights (“SARs") issued to eligible executives, and redeemahle convertibile preference shares have heen
dlassified as potential ordinary shases and included in the calculation of diluted earmings par shave. The munber of shares included in the
catculation are those assumed to be issuert for ne consideration, heing the difference hetween Lhe number that would have heen issued at the
exercise price and the number that would have been issued at the average market price.

During the year, 455,398 (2006: 586,702) oplions, nil (2006: 127,850} SARs and nil (2006: oit) partly paid shares were converted to ordinary
shases, The diluted earnings per share calcufation includes that portion of these eptions, SARs and partly paid shares assumed to be issved for
nil cansideration, weighted with reference to the date of conversion. The weighted average number included is 321,982 (2006: 391,882).

335,500 {2C06: 28C,500) vptions and 273,100 {2006: 212,350) SARs tapsed during the year, The diluted earning per share calculation includes
that portion of these options and SARs assumed tu be issued for nil consideration, weighted with reference to the date the options or SARs
lapsed. The weighted average number included is 104,179 (2006: 139,613}.

To calculate earnings per share amounty for the discorntinued operations, the loss figure used in the numerator and the weighted average
number of ordinary shares for both basic and diluted amourts are per the above takles,

Consolidated
2007 2006
cents cents
Earmings per shave for continuing and discontinued operations
Basic earnings per share:
Fram cantinuing operations 80.0 107.4
Fram discantinued operations {11.1) {#.6)
68.9 102.8
Diluted earnings per share:
Fram continuing vperations 78.9 103.1
From discontinued operations (10.2) (4.2}
68.7 9g.9
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215, CONSOLIDATED ENTITIES

Country of Country of
Name incorperation Name incorporation
Santos Ltd {Parent Entity) AUST Santos Hides Ltd PNG
Controlled entities's Santos International Oparations Pty Lid AUST
Alfiance: Petroleum Australia Pty Ltd? AUSTY Santes International Ventures Pty Lid {previousiy
Basin Qil Pty Ltd ALST Santos India Pty Léd?)} AUST
oston LH.F. Pty Ltd AUST Santos Niugin Explesation Limited PRG
Bridyefiald Poy btd ALIST Santos thh Bali 1) Pty Ltd ALST
Bridge Cit Developments Piy Limited® AUST Suntos (Papalang) Pty Lid AUST
Branco Energy Ply Limited AUST Santos (fopodi) Pty Lid AUST
Canso Rosources Ply Lid AUST Santlos Victnam Pty Ltd AUST
Coveyotk Py Ltd ALST Santos {JBJ1) Pty Ltd* AUST
Doce Pty Lid AUSI Controlled entity of Sontos (BT} Py Ltd
Faitview Pipeline Piy 11d AUST Santos (JBJ 2) Pty ktd’ AUST
Farmout Drillers Pty 1id AUST Controlled entity of Santas (JBJ?) Pty Led
Gidgealpa Oil Pty Lid* AlIST Santes (JBI3) Pty Lul? ALST
Hipper (S Py Lid AUST Santos {JPBA 06-104) Pty Ltd AUST
Lontrolled entity of Kipper (3 Ply [1d Santos {JPDA91-12) Py Ltd AUST
Santos Carbon Py Ltd (previously Crusader {Victeria) Ply Ltd) AUST Santos (NARNL Coopar) Pty tid AUST
Mounnie Fpeline Company Ply Lid AUST Santos sNGA} Pty Lid* AlST
Reef Ol Pty Ltd” AUST Santos {N.1.} Pty tid AUST
Santos Asla Pacific Pty Lid AUST Controiled entity of Saridos (N.T.} Pty Led
Controlled entities of Santos Asia Pacific Py [td Bunaparta Gas & Di{ Pty Limitad AUSY
Santos (Sawipang) Py Lid ALST Santos Offshare Py Ltd: AUST
Santos {Warim) Pty Ltd AUST Santos 0il Exploration (Malaysia) Sdn Shd {in Gquidation) MY
Santos Australian Hydvovarbons Pty Ltd ALIST Santos Petroleum Phy Lbd* ALST
Santos {BOL) Py Ltd® AUST Santos UNT Pty Lid® AUST
Cantralled entity of Suntas (501) Ply Ltd Controlled entities of Sartos QNT Pty L1l
Bridge Oit Exploration Pty Limited AUST Santos QNT {No. 1} Pty Ltd® AUST
Santos (56 Ply Ll ALIST Controfled entities of Santas QNT (No. 3) Pty Ltd
Santos Darwin LNG Pty Lid* AUST Santos Petroteum Management Pty Ltd? AUST
Santos Mrect Py Ltd AUST Santos Petroleum Operations Pty Ld ALST
Santos Facitities Pty Ltd AUST TMOC Exploration Proprietary Limited AUST
Santos Finance Ltd AUST Santos ONT (No, 2) Pty Lid? AUST
Santos {Clobe) Py Led AUST Controlied entities of Santos ONT (No. 2) Fly tid
Santos International Holdings Pty Ltd AUSY Assaciaked Pelrolews Py Lid? ALST
Lontiolled entities of Santos Intemationai Holdings Pty Led Maonie Oil Pty Ltd AUST
Basrracuda Limited PNG Petiguiin Pty Lt AlST
(airn Enerqy Bangtadesh Limited* UK Santos {?99) fv Ltd* AUST
LISC South Potroleum Company® KG2 Santos Exploration Pty 1td AUS]
Lavana Limtted PNG Santos Gouco Py Ltd* AUST
Petroloam Yontures 8.V HL Transoil Py Lid AUST
Sanro Tnsurance Ple Lid 56 Santos Resourcas Pty Ltd AUST
Santes Americas and Europe Corporation USA Santos (1GR) Pty Ltd AUST
Tantralled entities of Santas Americas and Eurape Carporation Santos Timor $2a Pipzline Pty Ltd AUST
Santos THY Coip USA Sesap Ply Ltd AUST
{anirelled eniities of Santos TAY Corp Vamnas Pty Ly AUST
Santos Queenstand Corp USA 1 Bensfivial interests in al! contrlied eatities mie 100%, exarpt CISC South
Santns TOG Carp UsA Fetroloun Cormpany which is 7%,
Controlled entities of Santos TOG Corp 2 (fompany is party to o Deod of Goss Guarrantoe. Refer note 37,
Samtos TOGA Fty Lt AUST 3 Company intorporated during th year,
Controlled entity of Santos T0GA Py Ltd 4 Lompaiy acquired daring the ye. Refin ante 26.
Sankos TPC Ply Ltd AUST 5 Coimpuny appioved for liquidation.
Santos 1PY {SG Corp USA Country of incorporation
Santus {Bawean) Ply Ltd AUST AUST © - Australia
Santos {BBF) Pty Ltd AUST BbH - Bangladesh
Conirolled entilies of Santas (BBF) Piy (td KGZ - Kyrgyz Repoblic
Szntos (SFV) fty Ltd AUST MY - Malaysia
Controlled entities of Suntos (SPV) Pty L] NL - Netherlands
Novus Nominees Pty Ltd AUST PNG - Papua New Guinen
Santns Brantas Pty Ltd AUST SG - Singapore
Santos (Madura Offshore) Pty Ltd AUST uK - United Kingdom
Santas UK (Kakap 2} Limited K USA - United States of America
Santos (Donggala) Pty Ltd AUST In the financial statements of the Company, investments in controlled
Santos Fgypt Pty Lid AUST enitities are recogrised at cost, levs any impsinmnent losses,
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26. ACQUISITIONS OF SUBSIDIARIES

During the financial yoar the following controlled entities wera acquired and their operating resutts have been included in the income
statement from the date of acquisition:

Contribution to

8eneficial Purchase consolidated profilt

interest acqudred consideration sitce acquisition

Name of entity Date of acquisition Yo Smiltion Smiilion
Petroteurs Ventures BV, 22 January 2007 100 14.1 (3.4}
Gidgealpa Oil Pty Lid 7 June 2007 100 1.7 -
Bronco Enecry Pty Limited 25 June 2007 plud] 0.7 -
Cairn Energy Bangladesh Limjtoed 25 Octisber 2007 100 62.9 {0.6)

Petroleum Ventures B.V. holds a 37.5% interest in Block 12 Production Sharing Contract, covering approximataly 4,160 squars kilometres in
the Nam Con Son Basin, offshare southern Vietnam. Santos acquired the share capital in Petroleum Ventures B.V. following the completion of
a farm in agreament to fund a proportion of tha costs of a two-well drifling program in 2006, and the receipt of necessary approvals from the
Government of the Socialist Republic of Yietram.

Gidg2alpa Oit Pty Ltd holds a 4.9% interest in ATP 262P Cootum Block located in South Wast Gueansland and is engaged in the exploration and
production of oil.

Bronco Enargy Pty Limited halds interests in coal seam gas assets located in permits ATP 613P, ATP 73%P, ATP BO3P and ATP 804P in Eastern
Quaenstand. The assats are not currently producing and the company has no operating revenue, The purchase price includes a performance
payment. of $3.0 million payahle upon the existence of 2P resarves in the Permit Area such that fronco Energy Py Limited's share of
production of those reservas would be 100P3, and a second performance payment of $5.0 million when Bronca Energy Pty Limited’s share of
production of these 2P reserves would be 200P).

Cairn Energy Bangladesh Limited holds a 37.5% interest in the Sangu gas tield and a portfotio of interests in exploration acreage located
offshore Bangladesh. The consideration for the acquisition comprises the initial payment, of A362.8 million, and contingent consideration of
1)5%20.0 millicn payable in two tranches, the first tranche of U5510.0 million is payable on determination of the wells being 2 commercial
success, 2nd the second tranche of US$10.0 million is payable en first production. This acquisition has been provisianally accounted at the
balance date, as allthe reguired inforimation has not yet been received from the vendor to anabls the fair valus of the net assets acquirad to
be finally determined.

Tf the acquisitions had nccurred on 1 January 2007, there would have been a $27.8 million increase in Group revenus and net profit would have
decreased by $16.1 million.
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26. ACQUISITIONS OF SUBSIDIARIES (CONTINUED)

The acguisitions had the following effact on the Group's assets and Gabilities:

Cantying Fairvalus Recognised
amounts  adjustments values
Smillion $mitlion Smillion
Cash and cash equivalents T4 - 1.4
Trade and other seceivables 15.1 - 15.1
Exploration and evalration assets 210 35.% 56.3
Qit and gas assels 32.8 17.7 50.5
Deferred tax assets 2.0 - 2.0
Trade and othier payables {24.7) - (24.7)
Deferred Lax labilities (1.2} {16.0) {17.2)
Netidentifigble assets and Liabitities 52.4 37.0 BG4
Cost of the combination:
Cash paid 80.4
Deferred consideration 8.0
Direct costs relaling to the acquisitions 1.0
Total cost of the acquisitions . 894
The cash outflow on acquisition is as Follows:
Cash paid (80.4)
Net cash acquired with subsidiaries L4
Direcl costs relating to the acquisitions (1.0)
Deferred consideration paid (1.7)
Net consolidated cash outflov: {75.7)
In 2008, the Group acquired 70% beneficiatinterest in €350 South Petroleum Company for $10.5 mittion,
27.INTERESTS IN JOINT VENTURES
{A} The following are the significant joint ventures in which the Group is 2 joint venturer:
Joint verture Cash-generating unit Principal activities % interest
Oil and gas assets - Producing assets
Bayu-ifndan Liqisids Bayu-Undan Gas production 11.4*
Bayu-tndan LNG Bayu-Undan Gas production 11.47
Casino Casino Gas production 50.0
Fairview Fairview Gas production 7.1
Madura PSC Madura PSC Gas production 67.5
fereenie Mereenie Gl and qas production 65.0
John Brookes John Brookes Gas production 45.0
Mutinaer-Exeter Mutinear-Exeter Qil production 33.4
Oyang Sampang PSC il and gas production 45.0
Sangu Sangu PSC Gas production 375
Stag Stag il and gas praduction 66.7
SA Fixed Factor Area Cooper Basin il and gas production 66.5
SV Unit Cooper Basin Gas production 69.1
Ol and gas assets - Assetsin development
Hides Hides Gas devalopment 31.0
Kipper Kipper Gas developmeant n0.0
Reindeer Reindeer Gas develspmeant 45,0
Exploration and evatuation assets
Evans Shoal - Contingent gas resource 40.0
Jeruk Sampang PSC Oil resouica 45.0

* e Gmup's intevest in the Baps-Undan fieldt incepasnd from 10.6% fo 1. 4% 1z June 2007 45 the result of o formal redetermination process.
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27.INTERESTS IN JOINT VENTURES (CONTINUED)
{B) The Group recegnisss its interasts in the following jointly controlled entities using the proportionats consolidation method of accounting:

Joint venture entity % interest
Darwin LNG Poytid 11.4*
Fairview Power Pty Ltd %0.0
Easterniwell Dritling Services Holdings Pty Ltd 50.0
fhe Emup’s interest in the Buyu-Undan fiekd increasad from 10.6% to T1.4% in June 2007 o5 the resuit of a farmal mdetprmingtion pracess,
Consolidatad Santos Ltd
2007 2006 2007 2000
) $million smillivn $mittion $mittion
The Group's share of the assats, lahilies, income and axpanses of the jointly
controllzd antities. which are inctidad in the congolidated financial statements
using the proportionate consolidation method of accounting, are as follows:
Current assets 46.0 0.6 -
Non-current assets 148.1 161.5 -
194.1 2321 - -
Current Habilities (62.9} {19.2) - -
Non-current liabilities (4.3) (8.3} - -
Net assets 126.9 24,8 - -
Revenue 98.2 90.% - -
Expenses {96.0) (70.3) - -
Profit before incoma tax 2.2 20,2 - -
{C} The Group’s share of capitat expanditure commitments and minimum
exploration commitments in respect of joint venturas are:
Capitat expenditure commitments 287.4 264.0 154.4 101.5
Minimum exploration comrmitments 336.0 145.2 5.0 18.5
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28. RECONCILIATION OF CASH FLOWS 2007 2006 2007 2006
FROM OPERATING ACTIVITIES $erillion srrllion $million $million
profit/ (ioss) after income tax 440.6 643.4 1,274.0 (110.5)
Add/(deduct) non-cash items:
Depreciation and depletion 759.3 6G92.2 419.3 A18.4
Net impatrment. {reversal)/loss of investment, in cantrolled entities - - (380.7) 325.7
Impairment lnss on receivables due from controlled entities - - 25.3 6.3
Exploratian and evaluation expensed 234.8 347.8 54.2 10.9
et impairment Inss of oil and qas assets - 156.3 56.6 24
Foreign exchange debt hedging losses/(gains) 15 {0.2) - -
Share-hased payments expense 5.2 2.6 5.2 2.G
Borrowing costs rapitalised {6.3) {14.5) - -
Unwind of the effect of discounting on provisions 239 25.4 8.5 3.3
Change in fair value of finandal assets dasignated at fair value through
profit and loss 119 {13.8) 1.3 {1.3)
Defined bansfit plan expense 5.6 5.3 5.6 4.3
Foreign currancy fluctuations 0.5 {13.8) 0.7 0.4
Net lnss/(gain} on sale of non-current assets 2.8 (42.1) (1.7) (6.1}
det 3ain on sale of available -for-sale financial assats {33.4) - (13.9)
Net lass on sale of discontinued oparations 6.7 -
Net cash provided by operating activities before changes in assets or Habilities 1,514.1 1.655.6 1,454.4 671.0
Add/{deduct} change in operating assets ar Habilities net of acquisitions or
disposals of husinesses:
{lncrease)/derrease in brade and other recetvables {90.2) 23.2 (0.9) 75.0
Increase ininventories (49.8) {40.4}) (38.8) N
Decrease/(inciease) in other assets 21 {12.9) (1.9) 15.4 |
Nel decrease T deferred tax assets and defer red tax Uabitities (46.8) (4.5} {14.5) {97.7} |
(Uecrease)fincrease in current tax tabilities (181.2) ine {178.5) {87.6)
Increasef{decrease) in trade and other payables 59.6 (94.6) 19.4 13.2
[ncrease in provisions 6.1 3.7 2.7 19.3 |
Net cash provided by operating activities 1,213.9 1,550.3 1,2419 6500.9
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Consolidated Santos Lid
2007 2006 2007 2006
29. EMPLOYEE BENEFITS Smillion $mithion $million $million
(A} LIABILITY FOR DEFINED BENEFT OBLIGATIONS
Befined benefit mambers of the Santos Superanniuation Plan receive a lumnp
surit benefit on retireiment, death, disablemant and withdrawal. The defined
benefit section of the Plan is clused to new members. All new members
receive accumulation only benefits.
Defined benefit plan
Amocunt recogpised in the balance sheet:
Deficit in plan recoguised in non-current provisions (refer note 21} 16.3 20.3 16.3 26.3
Qther non-cui rent, assets (refer note 17) {4.9) {7.9) (4.9) (7.9)
11.4 18,4 11.4 18.4
Movements in the liability for net defined benefit abligations recognised
in the balance sheet
Liabitity at the beginning of the year 18.4 11.3 18.4 11.3
Expense recagmised in income statement. 5.6 #.3 5.6 4.3
Amount recognised in retained earnings (6.3} 2.0 (6.3) 9.0
Emptayer contributions (6.3} {5.2) {6.3) (6.2)
Liability at the end of the year 11.4 18.4 11.4 18.4
Historical information for the current and previaus periods
Consolidated
2007 2006 2005 2004
$miltion $mitlion Smillion Sillion
Presentvalue of defined benetit obligations 161.8 154.2 129.5 126.5
Fair vatue of Plan assets {145.5) (121.9) {113.4) (108.7)
Deficit in Plan 16.3 26.3 16.1 17.8
Experiance adjustments an Plan assets {4.0) {¢1.3) (8.0} {5.5}
Experience adjustments on Plan labilities (1.2} 1.5 (9.1) {4£.5)
Santos Ltd
2007 2006 2005 2004
$million $million Smillion $million
Present value of defined benefit obligations 161.8 158.2 129.5 125.5
Fair value of Plan assets (145.5) {131.9) (113.4) (108.7}
Deficit in Plan 16.3 26.3 16.1 17.8
Expertence adjustments on Plan assets (46.0) {6.3) (8.0} {(5.5)
Experience adjustments on Plan liabilities {1.2) 17.5 {0.1} (4.5)
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2007 2006 2007 2006
19. EMPLOYEE BENEFITS (CONTINUED) Smillion $nillion $miltion $milion
(A) LIABILITY FOR DEFINED BENEFIT OBLIGATIONS ({CONTINUED)
Reconciliation of the present value of the net defined benefit obligations
Opening net defined benefit obligativns 110.8 90.7 110.8 90.7
Service cost 6.4 5.4 6.4 5.4
Interest cost 5.6 4.3 5.6 4.3
Cantributians by Plan participants 6.3 4.9 6.3 4.9
Actuarial. (gains)fiosses {3.5) 13.4 {3.5) 13.4
Benefits paid {11.0) {6.2) {11.0) {6.2}
Taxes and premiums paid (1.6} ™2y {1.6) {2.2)
Transfers in 0.2 0.5 0.2 0.5
Clusing net defined benefit obligations 113.2 110.8 113.2 110.8
Reconciliation of the fair value of net Plan assets
Opening fafr value of net Plan assets 92.4 79.4 92.4 79.4
Exgacted reburm on Plan assets 6.4 5.5 6.4 A5
Actuarial gains 248 4.4 2.8 4.4
Empluyer contribustions 6.3 6.1 6.3 6.1
Contributions by Plan participants 6.3 4.9 6.3 4.9
Benefits paid {11.0) {6.2) {11.0} {6.2)
Taxes snd premiums paid {1.6) {2.2) (1.6} {2.2)
Transfers in 0.2 0.5 0.2 0.5
Closing fair value of net Plan assets 101.8 92.4 101.8 92.4
Plan assets
The percentage invested in each asset class at the halance sheet date:
Consolidated Santos Ltd
2007 2006 2007 2006
% %o % %o
Austratian equity 33 36 33 35
International equity 28 28 28 28
fixed incoms 13 1% 13 15
Property 9 8 9 8
Cash 17 13 17 13
Fzir value of Plan assets
The fair value of Plan assets includes no amounts relaking lo:
= any of the Group's own financial instruments; or
- any property occupied by, or other assets used by, the Group.
Consolidated Santos Ltd
2007 2006 2007 2005
Actual return on Plan assets Smillion $million Smillion $mitlion
Actual return on Plan assets 9.2 4.9 a.2 9.9
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29. EMPLOYEE BENEFITS (CONTINUED)
(A) UABILITY FOR DEFINED BENEFIT OBLIGATIONS (CONTINUED)

Expected rate of return on Plan assets

The axpected return on assets assumption is datermined by weighting the expected lung-term return For each asset class by the target
aliocation of assets ta each asset class and atipwing for the correlations of the investment, returns hetwwaen asset classes. The returns used
tor each asset class are net of investment tax and investment fees. An allowance for asset-based administration expenses has also been
deducted from the expected return.

Prindipal actuarial assumptions at the balance sheet date (expressed as weighted average)

2007 2606
% pa % pa
Discount rate 5.3 4.9
Expected average salary increase rate over the life of the Plan 6.0 6.4

‘ Expected rate of return on Plan assets 6.9 6.9
The expected rate of return on Plan assets includes a reduction to allow for the administrative expanses of the Plan.
|

Consolidated Santos Lid
2007 2006 2007 2006
$miltion Smillion $miltion $mittion
Expense recognised in the income statements
Service cost 6.4 5.4 6.4 5.4
Interest cost 5.6 4.3 5.6 4.3
Expected return on Plan assets (6.4) (5.4) {6.4) (5.4}
5.6 4.3 5.6 4.3
The expense is recognised in the following Hine tems in the income statements:
Dther expenses - - - -
Financial expenses 5.6 4.3 5.6 4.3
5.6 4.3 5.6 4.3
Amountrecegnised in the statements of recognised income and expense
Actuarial gains/{losses) 6.3 (9.0} 6.3 (9.0)
Taw effect {L9) 2.7 {1.9) 27
Actuarial gains/{losses) 4.4 (6.3) a4 (6.3)

Expected contributions
Tha Group axpects to contribute $6.6 million to the defined banefit superannuation plan in 2008,

(B) DEFINED CONTRIBUTION PLANS

~

The Group makes contributions Lo several defined contribulion plans. The amount recogrised as an expense for the year was $8.5 million
(2006: $5.7 million).
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30. SHARE-BASED PAYMENT PLANS
(A} CURRENT GENERAL EMPLOYEE SHARE FLANS

The Company currently operates two general employee share plans:
» the Santos Employee Share Acguisition Plan {"SESAP”); and

» the Santos Employee Share Purchase PMan {“SESPP7).

Both of these plans have operated since 1997,

SESAP

Broadly, SESAP provides for permanent eligible employees with at least a minimum period of service determined by Diractors asat the
offer date (one year of completed sarvice for issves so far) to be entitled to acquire shares under this Plan, Executives participating in the
Executive Long-terem Incentive Program in 2000, casuat employees and Directors aof the Company ara excluded from participating inthis
Plan. Employees ars not cligibla to participate under the Plan while they are resident overseas unless the Board decides otherwise.

the Plan provides for grants of fully paid ordinary shares in the capital of the Company up to a vabre determined by the Board which, to
tlate, has been $1,000 per annum per efigible employee. A trustee is funded by the Group to acquire shares divectly fram the Company or
on market. The shares are then hald hy the Yrusteq on behalt of eligible employees who participatae in the Plan,

The emplpyea's ownership of shares altocated under the Plan, and his or her right, to deal with them, e subject to restrictions vntil the
carlier of the expiration of the restriction period determined by the Board {(befng three years) and the time when he or she ceases to he an
employee, Participants are entitled to instruct the trustee as to the exercise of volting rights, receive dividends and participate in bonws

and rights issues during the restriction peried. Shares are granted to etigible employees at no cost. to the employes,

Susmmary of share movements in the SESAP during 2007 (and comparative 2006 infarmation):

Opening Granted Distributions Closing
balance during the year during the year batance
Fairvalve Fairvalue Fair valve
Grant dates Number Number  pershare Number aggregate Number  aggregate
% $ $
2007
22 Kavembar 2004 127,002 - - 127,002  L679,202 - -
18 November 2005 96,272 - - 6,424 81,065 89,848 1,268,654
17 Novamber 2006 113,620 - - 8,464 107,105 105,156 1,484,803
20 Novembear 2007 - 100,650 13.33 825 11,6471 99,825 1,409,529
336,894 100,650 142,715 1,879,543 204,829 4,162,986
2006
2 September 2603 173,223 173,223 1,933,837 - -
22 November 2004 137,006 10,004 116,798 127,002 1,253,519
18 November 2005 104,450 - B,i84 05,02% 96,272 9%0,20%
17 November 2006 114,356 10.88 1356 7481 113,620 1,121,425
414,685 114,356 192,347  2.153.141 336,894 3,325,144

Shares are allocated at a price equal to the weighted average sals price of the Company’s ordinary shares on the ASX during the one weck
period up to and inctluding the Grant Date. This is shown as fair value per share for shares granted during the year. Tha fair value of shares
distributed from the trust during the yzar and remaining in the trust at the end of the financial yaar is tha market prics of shares of the

Company on the ASX as at close of trading on the respective dates,

Bistribubions during the year eccurred atvanicus dates throughout the year and therefore have not been separatety tisted.
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30. SHARE-BASED PAYMENT PLANS (CONTINUED)
{A} CURRENT GENERAL EMPLOYEE SHARE PLANS {CONTINUED)

The amounts recognised in the finandal statements of the Group and the Company in relation to SESAP during the year ware:

Consolidated Santos Lid
2007 2006 2007 2006
$milkion $millicn Smillion Serilion
Employee expenses L3 1.2 1.3 1.2
Issued ordinary share capital 1.3 1.2 1.3 1.2

At 31 Decambar 2007, the total number of shares acquired under the Plan since its commancement was 2,108,037,

SESPP

the general employee otfer under SESPP is apen to all employees {other than a casual employee or Director of the Company) determined
hy the Board who are continuing employees at the date of the offer. However, employees who are not resident in Australia 2t the time of
an offer under the Plan and those who have participatzd in the Executive Long-term Incentive Program during the year will not be cligible
to participats in that offer unless the Board otherwise decidas.

Under the Plan, eligible employees may be offared the opportunity te subseribe for or acquire fully paid ordinary shares in the capitalof
the Company st 3 discount to market price, sufject to restrictions, including on dispusal, determined by the Board (which has been a
period of ane year for issies so far), The subscriplion or acguisition price s Market Value (being the weighted average sale price of the
Company's evdinary shares on the ASX during the one-week period up to and including the offer date) less any discount determined by
the Board (5% for issues so far). Under the Plan, at the discretion of the Board, Hnancial assistance may he provided to employees to
subscribe for and acquire sharas under the Plan, The 5% discount constitutes financial assistance for these purposes. Participants are
entitled to vote, receive dividends and participste in bonus and rights issues while the shares 812 restricted.

0n 20 November 2007, the Company issued 400 ordinary shares to four eligihle employees at, a subscripiien price of $14.93 per share under
the Plan, being a 5% discount on the Market Value of $15.72, The total market price of those shares on the issue date was $5,280, being the
rrarket price at the close of trade on the date of issue ($13.20). The total amaunt received from employees for those shares was $5.972,

A summary of share movements in the SESPP are set out batow:

Opening Granted during Restrictions ceased during Clasing
balance the year ‘the year balance
Fairvalue
Grant dates Number Numbsr per share Number Date Number
5
2007
17 November 2006 62,900 - - 62,900 17 Hovember 2007 -
20 Kovember 2007 - 400 15.72 - - 400
62,900 400 62,900 400
2006
18 November 2005 49,800 - 40,800 18 Novamber 2606 -
17 November 2006 - 62,900 0.4 - - 62,900
49,800 6a900 59,80 62,500

The fair value per share for shares granted during the year is Market Value (35 defined atxwe). The consideration received by the Company
per share is Market Valne less the discount of 5% referred to abave.
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30. SHARE-BASED PAYMENT PLANS (CONTINUED)

(A} CLURRENT GENERAL EMPLOYEE SHARE PLANS (CONTINUED)

The amounts recognised in the financial statements of the Group and the Company in relation to the general employee offer uader the
SESPP during the year were:

@

~—

Consotidated Santos ttd
2007 2006 2007 2006
Smillion Swillion $milbion Smakkion
Issued ordinary share capital - .6 - 0.6

At 31 December 2007, the total number of shares acquired under tha general employee offer of the Plan since its commencement
was 822,300,

EXECUTIVE LONG-TERM INCENTIVE PROGRAM

The Company's Executive Long-term Incentive Program provides for imvitations to he extended to eligible executives selected by the Board.
The Piogram currently consists of an offer of securities undern

»  the Santos Employee Share Purchase Plan (“SESPP"); and

= the Szntos Executive Share Option Plan ("SESOP™).

SLESOP has operated since 1997 and the SESPP has been used as a component of executive compensation since 2003.

SARs and pptions
Each SAR and option is a conditional entitlement. to a fully paid ordinary share, subject to the sstisfaction of performance conditions, on
terms and conditions determined by the Board,

$ARs and options carry no voting or dividend rights until the performance conditions are sstistied and, in the case of aptions, when the
options ave exercised or, in the case of SARs, when the SARs vest.

CEQ options

The Managing Director receives his lung-term incentives in the form of options granted under the SESOF. Fach option entitles Mr Eliice-Flint
to acquire one fully paid ordinary share in the Comparny at a predetermined price, subject to satisfaction of vesting conditions. The grant
size is determined hy reference 1o the median grant size given to executives in simitar rotes in comparable companies,

No options were granted to Mr Elice.Flint in 20067,

Al the 2005 AGM, shareholder approval was given for the grant of three tranches of eptions to Mr Ciice-Flint as Follows:

Tranche Number of options Performance period
1 500,000 4 May 2006 - 26 August 2007
Z 1,000,000 4 May 2006 - 26 August 2008
3 1,000,000 4 May 2006 - 26 August 2049

The exerdise piice for the options granted is $11.36, being the volume weighted average piice in the ten days up to and including
9 Maich 2005 as approved by sharehelders on 4 May 20086,

Vesting of each tranche of oplions is based on two performance conditions, each applying to one half of the tranche:
= relative Total Sharehotder Return (“TSR™) against tha ASX 100 at tha beginning of the performance period; and

= relative TSR against a group of Austratian and international exptoration and production (“£&P*) companioes,
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30. SHARE-BASED PAYMENT PLANS (CONTINUED)
(B) EXECUTIVE LONG-TERM IMNCENTIVE PROGRAM (CONTINUED)

At the time of grant, the Board considered the ASX 100 and &P companies to be reasonable comparatnors against the market generally,
and against Santos’ peers. The E&P comparator group comprises: Anadarko Petroleum Ltd, Apache Corp, Austratian Warldwide Exploration
Ltd, Cairn Erergy PLC, Chesapeake Energy Corp, £OG Resource ng, Forest Oil Corp, Hardman Resources Ltd, Kerr McGes Corp, Murphy 0L
Corp, Newtield Exploration Co, Nexen Ine, Noble Energy Inc, 0l Search Ltd, Pinneer Naturzi Resources Co, Pogo Predudng Co, Premier Ot
PLC, Tatisman Energy Inc, Woodside Petroleum Ltd and XT0 Energy lnc.

The uptions granted vest according to the following schedule:

Santes TSR percentile ranking % of grant vesting

< 50th percentile 0%

= 50th percentite S0P%

515k to 74th percentila 52% to 98% (additional 2% for each percentite improvement)
2 75th percentila 100%

Performance conditions may be re-tested quarterly during the twelve-month period commencing on the earliest exercise date fora
tranche. 1f the performance conditions are not satistied at the end of that twelve-month re-testing perod, the options in that tranche will
lapise.

Consistent with the terms of his service agreement, the Managing Uirector’s options may vest and become exercisable upon cessation of
his employment, whether vesting occurs will depend on the circumstances - for example, where the Managing Divector retives by mutuat
agreement with the Board, his outstanding aptinns may vest. and become exercisable at the Board's discration. However, ne options will
vest or become exercisabte where the Company terminates the Managing Director’s employment, for cause,

In addition, where an entity becomes entitted to more than 30% of the Compary's total number of voting shares, the Manaring Hrector
will he entitled to exercise tas autstanding options unless the Baard, in its discretion, deterraines otherwise,

Tranche 1 oplions weie tested against the performance conditions in 2007, with the fullowing results:

ASX 100 E&P

comparator group comparator group

{applying to 250,000 options}  {applying to 250,000 options)

Santos TSR ranking at 26 August 2007 22nd percentile s0th percentile
Santos TSR ranking at 26 November 2007 (First re-test) 40ih percentile s0th percentile
Number of options exercisable hit 125,000

Tranche 1 eptions shll not vested by 26 August 2008 witl lapse.

The fair value of seivices received in return for share options grarited is measured by referance to the fair value of share options granted.
The estimate of the fair value of the services received is measured based on the Morte Carlo simulation method. The contractual life of the
oplion is used as an input into this model Expectations of early exercise are incoiporated into the models,
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30. SHARE-BASED PAYMENT PLANS (CONTINUED)
{B) EXECUTIVE LONG-TERM INCENTIVE PROGRAM (CONTINUED)}

2007 CED options 2006 CED options

Option grant Tranche 1 Tranche 2 Tranche 3
Fair value at grant date ($) -~ 1.77 1.94 2.05
Share price on grant date {$) - 11.48 11.48 11.48
Exeircise price {$) - 11.36 11.36 11.36
Expectesd volatility {weighted average, % pa) - 23.0 23.0 23.0
Opticn kife {(weighted aversge) - 10 yesrs 16 years 10 years
Expected dividends (% pa) - 3.3 3.3 3.3
Risk ivee interest rates (based on government bond yields):

Australia (% pa) - 5.4 6.4 5.4

United States (% pa) - 3.6 3.6 3.6

United Kingdom (% pa) - 4.5 4.5 4.5

the experted valatility is based on the historic volatiity {calculated based on the weighted averiage remaining life of the share options),
adiusted tfor any expected changes 1o future volatility due to publicly available information.

Eligible senior executives
The Company made two |1 grants to its senfor executives in 2007, These were:

= a"Performance Grant™ subject to satisfaction of perfarmance conditions linked to delivery of susteired returns to shareholders; snd
*  a”"Growth Award” that has a specific retention focus and is subject to a service condition.

Both the Performance Grant and the Growth Award were granted, at the executive’s election, in the form of either SARs (under the SESFP}
or sptions {under the SESOP).

SARs and options were granted at nn cost to the executives with the number of 3ARs awarded being determined by dividing the amount of
thz award by the volume weighted average price of the Company's shares over the week up o and including the award date. The number of
options awarded is of equivalant valoe calculated by an independent expert based on an acceptable valuation methad,
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30. SHARE-BASED PAYMENT PLANS (CONTINUED)

{B) EXECUTIVE LONG-TERM INCENTIVE PROGRAM (CONTINUED)

Vesting details of the Parformance Grant and the Growth Award are summarised in the table below.

Perfarmance Grant

Growth Award

Vesting period

Vesting condition

Vesting schedule

Exercise price

Re-testing of
performance
conditions

1 Janirary 2007 to 31 December 2008,

Vesting of this grant is based on two performance conditions, each
applying ta 50% of the grant:
» relative 15R against Australian and international E/P companies; and
= an annualised compaund absobste TSR target of 11% cver the
perfermarnce period.
The £&P companies are: Anataskn Petiolevin Lid, Apache Corp, Austvalian
Worldwide Exploration Ltd, Cairn Energy PLE. Chesapeake Energy Corp,
EOG Resource Inc. Ferest Oil Corp, Murphy Oil Corp, Newtield Exploration Co,
Nexen inc, Noble Energy Inc, Qil Search Eid, Pioneer Natural Resources Co,
Pogo Producing Co, Premier Ol PLC, Talisman Encrgy Inc, Woodside
Petroteum Ltd and XT0 Energy Inc.

Relative TSR condition

Santes ISR Percentile Ranking % of grant vesting
< 50th percentile O

= 50th percentile 50%

51st 1o F4th percentile 52% o 98% {additional 2%

far each percentile improvement)
2 75th percentils 100%

Absolute TSR condition

0% if annualised compound TSRis less than 11%.

1007% if annualised compound TSR is 11% or gieater.

$14.14 for options, being the volume weighted avarage prica in the week
up to amd including the grant date of 1 July 2007.
SARs have no exerdise price.,

Therz is no re-testing of the performance conditions if thay are not
sabisfiad.

1 July 2007 tn 30 June 2030, except
for M B Knox (see below).

For ail semar executives except.

Mr ) J Knox, vesting of the Growth
Award is based on continunus service
t 30 June 2010, or three years from
the grant, date.

For Mr D J Knox, vesting of the
Growth Awaid is based on continuous
service to 2 September 2010, which
is thrae years from his date of
commencement with the Company.

% it the continuous service
condition s not met.

100% it the continuous service
comdition is met.

As for Performance Grant.

Not applicable,

Upan cessation of employment, SARs which have not already vested and options which are not exercisable vill, in gencral, lapse and be
forfeited. Howaver, if cessation occurs due to death, disability or redundancy, or in special circumstances approvad by the Board, then a
proportion of the SARs and options may vest and become exercisable.

Where there is a changse in control, the Beard may determine whether, and the extent to which, $aRs and nptions may vest.
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30. SHARE-BASED PAYMENT PLANS (CONTINUED)
{8} EXECUTIVE LONG-TERM INCENTIVE PROGRAM (CONTINUED)

Dusing the financial year, the Company granted 421,200 aptions aver unissued shares as set out belpw,

2007 2006
Weighted Weinhted
average average
exercise price Number exercise price Number
5 3
Cutstanding at the beginning of the year 8.76 2,548,826 7.47 2,418,328
Grantzd during the year 1382 421,200 10.48 497,100
Forfeited during the yaar - (335,900) - (280,500}
Exercised during tha year 6.57 (455,198) 9.81 {586,702)
Cutstanding at the end of the year 10.27 -_?,078,?28 8.76 ."?'448,826
Exercisable at the end of the year 1.23 180,128 6.67 435,526
The options outstanding at 31 December 2007 have an exercise price in Ehe range of 36.95 to $14.14, and & weighled average contractual
life of 9.6 years.

Buring the year 455,398 options were exercised (2006: 586,702). The weighted averane share prite at the dates of exerdise was $13.96
(2006: $9.81).

The fair value of shares issued &5 3 result of exercising the options or vesting of SARs during the reporting peitod at theii issue date is the
rarket price of shares of the Comparny on the ASX as at cluse of trading.

The amounts recognised in the finandal statements of the Group and the Company in refation Lo execulive share aptions exaicised during
the financial year were:

Consolidated Santos Ltd
2007 2006 2007 2006
Semillion $million $mitlion smitlion
Issued ordinary share capital 3.0 3.9 3.0 3.3

The fair value of services raceived in return for share aptions granted is measured hy reference to the tair value of shave options granted.
The estimate of the f3ir value of the services received is measured baserd on the Monte Carlo simtation method. The contractual life of the
option is used as an inputinto this model. Expectations of early exercise are incorporaterd into the models.

2007 2006

Performance Performance

Avaard Growth Award Award

Option grant E1 GA1 GA2 §]

Fair value at grant date ($) 3.32 3.87 1.97 0.76

Share price on grant date (3} 13.94 13.94 13.28 10.27

Exercise price ($) 14.14 14.14 12.81 10,44
Expected volatility {weighted average, % pa) 24.2 24.2 23.9 22.0

Option life (weighted average) 10 years 10 years 10 years 10 yedis
Expected dividends {% pa) 3.5 3.5 3.5 3.9

Risk free inLerest 1ate (based on government bond yields):

Aastralia (% pa) 5.26 6.26 6.26 6.00

United States (% pa) 5.00 nja nfa 4.50

United Kingdom (% pa) 5.36 nja n/a 4.75

The expected volatilily is based on the historic volatili ty (calouiated based on the weighted average remaining life of the share eptions),
adjusted for any expected changes to future volatility due to publicly available information.
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30. SHARE-BASED PAYMENT PLANS (CONTINUED)
(B) EXECUTIVE LONG-TERM INCENTIVE PROGRAM (CONTINUED}

During the financial year, the Company granted 880,000 $SARs as set out below, Shares allocated un vesting of SARs will ba subject. to further
restrictions on dealing for a maximurn of ten years after the original grant. date. No amount is payable on grant or vesting of the SARs,

Number of SARs

2007 2006
Outstanding at the keginning of the year 758,900 809,500
Grantzd during the year 880,000 289,500
Forfeited during the yaar {273,100} {212,350)
Vasted during the yaar - {127,850}
Qutstanding at the end of the year 1,365,800 758,300
Exercisable at the end of the year ~ 219,300

The fair value of services raceived in return for SARs granted is measured by referencs to the fair value of SARs granted. The estimats of
tha fzir vatue of the services received is measuraed based on the Monte Carlo simutation method. the contractual tife of the SARs i3 usad as
an input into this modal Expectations of early exarcise are incorporated into the Monte Carlo simatation mathod,

The axpacted volatility is based on the histaric volatility (calculated based an the weighted average ramaining Ufe of the share rights),
adjusted for any expacted changes to future volatility due to publicly available information.

2007 2000
Grewth  Performance
Performance Awird Aviard Award
SARs grant £1 E2 GA1
Fair value al grant date {3) 995 9.16 12.78 2.R6
Share price on grant date {$) 13.94 13.725 13.94 10.27
Exercise price {$) - - - -
Expected volatility (weighted avarage, % p3) 24.2 23.9 24,2 22.0
Right life {weighted average) 10 years 10 years 10 years ) years
Expected dividends (% pa) 3.5 35 35 3.8
Risk free interest rate {based on government bond yields):
Australia (% pa) 6.26 6.26 6.26 6.00
United States (% pa) 5.00 4.55 n/a 4,50
United Kingdom (% pa) 536 5.75 nfa 4.75

The amounts recognised in the income statements of the Group and the Company during the Hinancial year in relation to equity grants
issued under the Executive Long-term Incentive Program were:

Conscolidated Sanlos Ltd
2007 2006 2007 2006
Emillion Smillion $million Smillion

Employee expenses:

CED options 1.9 1.4 1.9 1.4
Executive share options 0.7 0.5 0.7 0.5
SARs 2.6 0.7 2.6 0.7
5.2 2.6 5.2 2.6
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39. SHARE-BASED PAYMENT FLANS (CONTINUED)
(B) EXECUTIVE LONG-TERM INCENTIVE PROGRAM (CONTINUED)

Shares
The shares zllgcated purswant to the SESPP were allotted to a trustee at no cost to participants, o be held on Lheir behalf, The allacation
price s Market Vslue {as defined bulow) and the trustee was funded by the Company to subscribe for the shares.

In general the shares were restricted for a period of one year from the date of allotment. If a participating execulive ceased employment
during this peried, the Board in its discretion could determine that a lesser restiiction on transfer and dealing applied, having regard to
the ciicuinstances of the cessation. The shares can remain on trust for up to ten years from the date of allotment, during which time the
shares are subjack to forfeiture if participants act fravdulently or dishonestly or in breach of their obliyations to any Group company.
Participants are entitled to instruct the trustee as Lo the exercise of voting rights, receive divideruds and participate in bonus and rights
issues while the shares are held un trust.

No shares have been issued under the executive long-tenn incentive component of the Plan since 2004. At 31 December 2007, the total
number of shares acquired under the executive long-term incentive componert of the Plan since ils commencement was 220,912,

{C)} LEGACY PLAN ~ SANTOS EXECUTIVE SHARE PLAN

The Santos Executive Share Plan oparated between 1987 and 1997, when it was discontinuad. Under the tarms of the Plan, shares were
issued as partly paid to one cent. While partly paid, the Plan shares are not transferable, carry no veting right and no entittement to
dividend but are entitled to participate in any banus or rights issue. After a *vesting” period, calls could ba made for the balance of the
issue price of the shares, which varied between $2.00 and the market price of the shares on the date of the call being made. Shares were
issued principally on: 22 {fecember 1987; 7 February and 5 December 1989; and 24 Decembar 1990,

At the beginning of the financial year there were 88,000 Plan shares on issue. Buring the financial year no Plan shares were tutly paid and
no aggregate proceeds were received by the Company, As 3t 31 December 2007 there were 88,000 Plan shares outstanding.

) NON-EXECUTIVE DIRECTOR ("NED™) SHARE PLAN

n accardance with shareholder approval given at lhe 2667 Annual General Meeting, the Non-executive Divector (“NED®) Share Plan was
intioduced in July 2007, Participation in the NED Share Plan is valuntary and all present, and futuie Non-execulive Directors are eligible

te» parlicipsie. Under the NED Share Plan, Ditectors elect to sacrifice sl or pait af their pre-tax fees in return for an sfocation of fully paid
ordinary shares of equivalent value, The NED Share Plan therefure dJoes not involve any additional iemuneration for participating Directors.

Shares aie attocated quarterly and aie either issued as rew shares or purchased on the ASK at Lhe prevailing market price. The shares

are ragistered n the name of the participating Director, but are subject te  restiiciion on dealing. In the absence of exceptionat
drcumstances, the restriction will apply until the Director ceases Lo hold office or until ten years have slapsed since the attocation of the
shares, whichever is edrlier.

In 2007, 4,419 shares ware allocated to participating Directors on 10 October 2007 at $15.4326 per share and 7,804 shares were allocated
ko participating Directons on 28 December 2GG7 at $13.5843 per shae,
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31.KEY MANAGEMENT PERSONNEL DISCLOSURES
(&) KEY MANAGEMENT PERSOMNNEL

Key managemant personnel are those persons having anthority and responsibility for planning, directing and controlling the activities of
the Group and the Company, directly or indirectly, including the Directors of the Comparny.

The following were key nianagement personnel of the Gioup and the Company at any time during the reparting period and unless
otherwise indicated were key management personnel for the entire period.

®

Nams Position

Directors

Borda, Kenneth Chatles Nar-executive Director (appointed 14 February 2007}
Dean, Kenrieth Alfred Non-executive Director

Eilice-Flint, John Charles
Franktin, Roy Alexander
Gerlach, Stephen

Harding, Richard Michael,
Stoan, Judith

Execitives

Anderson, John Hugh
Bauldesstone, James Leslie
Brown, Trevor John

Eames, Martyn Edward James
Kennett, Roger Maxwell
Knox, David John
Macfailane, Mark Stuait
Wasow, Peter Christopher
Witkinson, Richard Johin
Young, Jonathon Terence

Managing Director

Kon-executive Director

Chaioman and Non-execttive Dicector
Non-executive Dirertor
Non-executive Director

Vice President - Strategic Projects

General Counsel and Company Secretary {appointed 29 January 2007)
Vice President - Geoscience and New Ventuies

Vice President - Corporate and People

Vice Piasident — Operations (zppointed 1 June 20G7)

Executive Vice President - Growth Businesses (appointed 3 September 2007)
Vice Piasident - Development

Chief Financial Officer

Vice President — Gas Marketing and Commercialisation

Executive Vice President - Corporate Projects {(appointed 1 June 2007,
previously Executive Vice President - Operations)

All executives are employed by Santos Lid,
KEY MANAGEMENT PERSONNEL COMPENSATION

The Remunsration Committee of the Board {s raspensible for reviewing the remuneration palicies and practices of the Campany including:
tha remunzration arrangements for the Managing Director and senior management; the Company's superanneation arrangements;
employes share and option plans; and fees for Non-executive Directors.

The Company’s remuneration policy as set by the Board has 3 number of principal objectives which are criticat tn the delivery of the
Company's overall strategic nhjectives. An overriding objective is to align employee remuneration with long-term shareholder vabye
creation. In order to achieve this objective, the Company must attract and retain appropristely qualified and experienced Directors,
axecutives and staff.

tn addition to attracting and retaining talent, Santos” remuneration strategy also aims to encourage its employees to strive for superior
performance by rewarding the achievement of targets that are fair, challenging, clearty understood and within the control. of employees
to achieve through their own actions. For the Company’s most senior staft, performance targets are primarily atigned with long-term
shareholder vatue creation.
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' 31.KEY MANAGEMENT PERSONNEL DISCLOSURES (CONTINUED)
| {8} KEY MANAGEMENT PERSONNEL COMPENSATION (CONTINUED)

Non-executive Directors

Totat Non-executive Ditectors’ fees paid in a year, including Board commiltee fees, cannot exceed $1,500,000. This amount was approved
by shareholders at the Annual General Meeting held on 7 May 2004, Directors may also be paid additional fees for spedial duties or
exertions, and die entitled to be reimbursed for all business-related expenses, These payments are nintincluded in the maximum
8gyieyate amount approved by shareholders. No additional fees were paid during the year,

Superannuation contribulions are miade on behalf of Non-executive Directors in accordance with the requirements of the Company’s
statutory superannuation obliyations,

Non-axecutive Directors sppointed prior to 1 January 2004 ("Participating Diveclors™) are contractuatly entitled to receive benefits upon
their retirement pursuant to agreements entered inte upon their appointment, the terms of which were approved by shareholders at the
1989 AGM. Non-executive Directors appointed after 1 January 2004 are not entitied Lo receive 2 benefit upon ietirement other than
statutory entittements.

The retirement benefits of Participating Directors ware frozen with effect from 36 June 2094, at which time thair enttlements ceased
to accrue. However, to prevent ergsion in the real vatue of the frozen benefits, the Board determinad that the benefits will be indexed
annually against the five-year Australian Government Bond Rate with effect from 1 July 2607,

[n accardance with sharcholdzs approval given at the 2007 Annual Generat Meeting, the NED Share Plan was introduced in July 2007.
Participation in the NED Share Plan, through which Non-executive Directors may elect to sacrifice att or part of their pre-tax fees in raturn
for an allocation of shares of equivalent value, is voluntary. Further details are provided in note 30{D}.

Managing Director

Elements of remunerption
Total rermunaeration for the Managing Director is made up of the following components:

= Base remuneration - comprising salary and superannuation:
» Shork-term incentive {("SI1”) - an annual bonws linked to Company performance and achievement of sirategic objectives: and

= Long-term incentive ("LTI") — equity grants linked to vesting conditions dependent on Santos’ achievement of superior performance
relative to its pears.

Buse remunerotion

Mr Ettice-Fiint is paid a salary from which fie may, if he wishes, sacrifice a proportion for benefits such as a novated car lease, The Board
receives externial advice on Mr Etlice-Flint's base remuneration, which is market-aligned by comparisen to that of managing ditectors of
comparable Australian coinparies.

The Company funds Mr Ellice-Flint’s defined benefit superannuation plan. On his birthday in 2007 he became entitled to a superannuation
payment of 3.22 times final average salary. This multiple increases at a rate of approxdimately 0.5 tes final average salary on each
subsequent birthday until the multiple is capped at 6.0 times finsl average salary at 62 years of aye,

Short-term incentive (“STI”)

Mr Cllice-Flint’s 571 is based on & number of agreed annual objectives linked to Company performance objectives and delivery of strategic
growth initiatives. Consistent with his role as Managing Director, the performance measurss for M Cilice-Flint's STE comprise a combination
of operational, finandal, budgstary snd ongoing strategic targets that are directly related to the strategic objectives set by the Board for
tha relevant finandal year.
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31. KEY MANAGEMENT PERSONNEL DISCLOSURES (CONTINUED)
(B} KEY MANAGEMENT PERSCONNEL COMPENSATION (CONTINUED)

Tha Remuneration Committee assesses performance against Mr Ellice-Flint’s nhjectives annually and makes 3 recommendation to the
Board, Thase objectives are directly linked to the priorities and performance of the Company 3cross a ringe of measures inciuding an over
riding focus on the creation of sharehalder wealth. The maximum ST payabte is 150% of hase salary.

Half of Mr Eltice-Flint’s ST1is paid to him in the Company’s shares, These shares s1e subject to restrictions on sate, transfer and hedging
for two years from their date of acquisition (restrictions may be tfted earlier upon termination of the Managing Directoi’s employment
depending on the circumstances), The other hatf of the STLis paid in cash.

Fur 2007 performence, Mr Eice-Fling was awarded an ST psyment of 1,950,000 o 115% of base salary,

Long-term incentive ( “LIT")
The Managing Director receives his LT] inthe form of optigns. Details of the LTI component of his remuncration are provided in note 30(B).

Service agreement
The Company has entered into a servica agreement with the Managing Diractor. The service agreement is ongoing until tarmination by the
Company or the Managing Diractor.

The service agreement provided that the Compa ny may terminate tha Managing Director’s employment. on giving 2§ months notica,

The contract was varied in 2006 to reduce the notice period to twalve months, effective from 1 Jznuary 2008. Where the Company
exercises this general right to terminate, it must make a paymant to the Managing Director aquivalent to his base salary for the full notice
period.

The Company may terminate the Managing Uirector’s employment. at any time for cause. No paymentin ey of natice will be made in
this circomstance,

Mr Etlice-Flint may initiate termination of his service agreement. by giving three months notice.

Senior axacutives

Elements of remuneration

Toal remuneration Tor senior executives is made up of Lhe following components:

v Base resuneration - comprising salary and superannuation;

= Short-term incentive (“STI"} - annual bonuses linked Lo individual and Company perfurmsnce; and

+  Long-term incentive {"LTT"} - equity grants linked to vesting conditions tested ovar a three-year period.
Santos” exacutive remuneration structure is consistent with the Company's “pay for performance” policy.

Base remuneation

Senior executives are paid lotal Fixed Remuneration {"TFR"}, out of which the Company makes contributions into their superannuation
tunds 6f 3t least the minfmum statutory amount. They may, ifthey wish, salary sacrifice part of their TFR For additional superannuation
contributions or other benefits such as novated car leases, Senior executives do not receive any benefits in addition to TFR.

Executive remuneration ievels are market-aiigned by compa rison against, simitar rofes in ASX 100 energy, materials and utilities
tomparies, exrluding BHP Biliton Limited and Rio finto Limited due to theh dispropovtionately Usiger size and miarket, capitatisation, This
broad industry group is used as there are too few Austratian exploration and production companies of simitar size to Santos for
benchmarking purposes.
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3. KEY MANAGEMENT PERSONNEL DISCLOSURES (CONTINUED)
(B} KEY MANAGEMENT PERSONNEL COMPENSATION (CONTINUED)

Shert-term incentive {“ST1°)
Frequency STl is assessed and paid annually.

Maximum $¥1 75% of 1FR tor the CFQ and Executive Vice Presidents,
50% of TFR for other senior executives.

Performance measures To vromote collaboration among senior execiitives and to focus their efforts towards the overall benefit of the
Company, 70% of their STE is based on Company performance. The remaining 30% is based on the exacutive’s
individual performance.

A range of Company performance metrics {s used in oider to drive belanced business performance. These metrics
include tagging indicators to assess the Company’s past performance, as well as forward-looking indicators to
ensure the Company is posiboning itself well for future growth. The metrics include reserve growth, veserve
replacement cost, production, margin, new growth aptions, shareholder Value creation, peopte, environment.
health and safely and continuwous improvement.,

Indivitlual performance is assessed against taigets set within each exocutive's area of responsibility,

Assessiment of performance  Individusl performance is assessed by the Managing Director, who makes 4 recommendation to the Remunesation
Committee.
Company performance is assessed by the Remuneration Committee. Cach metric is assessed against targetand
assigned a score on a five-paint scale. The average of Lhess scores forms the overall Company performance score.
The Remunieration Committee then makes a reconnnendation to the Buard as to the amount of STI to be paid to
each senior execytive (based on hoth individuat and Company performance).

The Board beliaves the above methods of assessment are rigarous anil transparent and provide a balanced
assassment of the exacutive’s performanca,

Payment method Cashe,
571 awarded in 2007 Company performance against the metrics i 2007 resutied in anaverage ST1 of 30% of maximum payable te all
eligible emaployees.

2007 ST awards made to individual serior executives ranged from 67% to B4% of maximum. The difference
hretween actual ST paid and maximum STl was forfeited.

Long-term incentive {“LTT"}
Thie Company’s LTI atrangements are designed to link executive reward with the key performance drivers which underpin sustaina ble
growth in shareholder value, which comprises both share price and returns to sharcholders.

LTT is delivered in the form of equity participation through the Santos Exacutive Share Option Plan {“SES0P™) and the Santos Employze
Share Purchase Plan (*SESPP”), Participation is determined by the Board, an recammendation by the Remuneration Committes.

Further datails are provided in note 30(B).

Service agreements
The Company has entered {nto service agreements with the senior executives, The service agreemsnts are ongeing urtil termination hy the
Company or the senior executive.

Mr 3T Young's service argreement may be terminatad by either party by giving three munths notice. The servive aqreements of it ather

senior axecutives may ba terminated by the relevant executive by giving six months notice, or by the Company by giving twelve months
iotice. In the case of a Company-initiated teimination, the Company may make a payment in leu of notice equivalent to the Total Fixed
Remuneration the executive would have received aver the notice pariod.

Mlserier executives’ service sgieements may be teyminated immediately for cause, whareupon to payments in leu of notice or other
termination payments apply.

129




Fax Server

32 PM PAGE 135/183

al Statements

the year ended 3| December 2007

40

inanci

c8/03/4008 9

or

Notes to the Consolidated F

~
-

Sartos Annual Report 2007

wAalvivo LLda

ORI PISLRIBP 0] 15 ADS

(D02 QIS IE JU SO TONID IACS) Easds Biel SIGRI2NE 16168 a0 SFUndi b 853Uy

(002 10nuoy £ 30 50 £a353A JON Poi 30 Sioah 0D L Snopaakt Bt paiuadB suogHs pug suys fo anjoA

1 6 UOR00OKT & £T POA S SPISY 43N0 PUD Jiin B3 0uiafidd B3 40pkh 1607 Buinn DapInF suoldy DU SYS J6 At ay3 o uoLuishad D3PIl 3000 R0 35 SJINSD 3y QUGS iCowouY
24303 (B)E 20U 21 300 J35 AD VOLOROA 215 SuskLapui SHoSAINSSD 514) J3 SHBLNG ' paaw VO0IRLIS G300 930y 543 Dul)ddp uswkoy psog-aiiys 7 VY Yk SIUNRIOIIE It PIILLDIEE YB3 SOi
el 12 fo 3300 543 30 S0 SUOGT0 PLBD SKYS O SIOA JBIBQ0 4] 55 DUAIRGSY] Kb fyf airaus asgoar Ra;owigin Aol SAGI00Xs AKIATRUL 10122 (A0 J1) 150ag 243 fo 2AOE4E 10 02 pajujal 200
§t BOQRIOURIAA SD POPIIUL JUN0D 8] “pauad Busisan 5y) J2A0 £53000110 §ons B 5y pun 8500 JuzB a3 20 50 poauruisd}a Sy porod Sutuiodal 3y Sunp [SeA 308 05 10108 SjUSLIRISL Rnda 5 onjes
tauegou 34; 2028 2y Euunp Suipauising 1o Besu il 0gosuadany Ginke Jo srioA 1000653 Gl 8 ubt I8t ¢ SOPGLRN VOLEISUILI! NPERUTS Bafann vy 5] b QUomEnnta) 213 ym 3ua1e0s ur
"yG02 Aaonuoy T 03 :0ud pRuiodds SIGPBIY SAORKITH YOy 1055

W My

Uj dODS 93] A10jiamis AuG pun HOEITE] SAIUHCHN MO LRSI 2 o £ A E § 39 020 ORGLUED LSREINHLIBSNS ¢
FYLOEE Fuios £ Blegior BIOgI0 £ PAHILRI 2138 SSAFTIING U
Funpud 1 fo 500 2] 552102 SPINGIUD 362Y; 10 LIRS 2L,

o 2

. ) Jui0ys 0F 23] 5,100 STY PAJUUOY LS D X My TUOYG BIDYS G

Big] 16/p 1y SOROAUULIATNS 03 R0L0DS a3f 453f di0 3l S10paug iof o s sAREL BT SA0] FNLKICD PUD S5 45330147 DERD I €331 KIGIOS SU PUL TA3] SANRI! SIGLAN( FALTOIIUGH 3L Gy03
4] 4G i : ! b PUT 533, P 1 o N F)

068'648'91 - Q20T 29T 009'WTZ  £5YEOT 6S0EYe  9ITEYE' G56'67  609'ZSLT LEGROYOL K0S 0OLGAD'Y §50°9S9 1=0)
gy ElL6 - 16666 0Lzl - SBVEE  WROSET 9gezI - 98970 09E'9Z9 YRl Q0'GET SISt 21u13; uSEEOL ‘Bunoy
13 055’526 - 622%01 o'l - - oI e - L8 66129 WAl 008Dl SSYIy LYOL BLE DL ‘S
% YER92T - iy wyswl - - Zyesl 9897 - 98%21  SOVOYIT WE'T 00690 152169 pdorsyy smsg mosey
£ vag'ess - 6580 eSTTOY - nYE s s - vEve  9ve's00 WAl 002081 206°92y UENS yizi FEPA Y
gy 50685 - - use - B8z 62y W/ - LT e - 00E'EY!  EOY'0ET UYS[ PIARI) X0y
12 YRy - 035762 6YSU - - 6Y5% ey - 799 EL0TBS 9T (0S8l L6SISS Tizmee saboy ‘nauusy
oy uyss - W ElEy - BIE  $G%Er 978 - 992G WUZIN WET DOVSEL  BZTAS  Sower piewpyufiey sauin)
131 goL'vee - eLs 951 - pee'ye  gZBie LU - 9 00769 WET  00Uf9E BEE'eey BLOL 1083 ‘U
8t wsn - - ar'sy - 0026 916'sS  O¥E'EE - O¥E'BE  952°8%F  £9¥'T  O00UST  CERIGLE A0S SB[ 'umisipyey
£t W68 - ST 6236 - YSE  HET9 ey - OGPy 97CATY WYL 0S'S6T  Z06'WD 4B wyaE wesiapuy

mpﬁ_.uwxm
- uegr - - 00s18  oige - - £0'908  0E9T1 [OYWE - - - -
- wee - - - - = 17 S 1374 SR 1Y S - 88461 Ao pydosiy) Aoy
- om'est - - bm's  o0ER - - 09Er - OyYoEl  DRsE - - 00968 BRI [y Bspezy
- A - 000’6 0B0EE - - EO6YT S26LE ROTIT LUK ey - 672252 Laydars 'HEpas
- e - - - - - - s - @ new - - FATLS saprExay Ay “Lgpre
9% 8918y - 005062 £12'858T - LZ'868'T - sgise - [SE286  BESYSYE WIS'T  000'0SET ¥6970LT  SMEyIuyer R
- nyer - - 0S5l msst - 5 - WY ST - - Sis'snt Py gy Tuean
- 9ZrLEr - - 05£'89  f6U'se - - uyar - gt v - - #0118 SR AL Pz
s
% H $ $ H 3 H $ ) H % H $ 3 H
150} uey sucpdp  syvs Wol  Jueueg  uopenuue jeje) AW HS Heps auey
EYS wew  -axdng fevay
@GN PR
e jme) uopE  Syuig sSiusuhed paren-aieyg wawAophuz-ysed Siygeug seopwa wusieys
vy -z uuw-hun)
-Uuotay RIgY
1002

(QINNLINGD) NDIHYSNIIWOD T3INNOSYId INTWIDVNYIW A (9)
(G3NNILNOD) STUNSOTISIG TANNOSHI INWADYNYW AN IT




Fax Server
s Annual Report 2007

Sany

32 PM PAGE 136/183

a0

c8/03/2008 2

SANIVO LTd

130

PAURJIL 59T ETTS J7 BRI 243 20 SuORAS (G0°GLI Silk 63 JBY a3 FUD 0507 SUnf ST 40 ALTliG) 2 yIv AT PASLOD ROty [
"PasUD] (G0 3TF 4D IGDA 343 30 SV GO0'T S1¢ 03 B4 33 PuD SO0 W Bl OF 48 AU0dis]) 3y i 2eatikaiiue £aseas LLEEPoD 3 Ay
"FO0Z BURL ¥ L0 308K 1 FUA JGPRA 3 §8 a0ifJ0 sy AUSEY 3 4 "D00Z IRAWadH] §T uT 0PN 6 ST PISEIT AIGFT,0 ¥ WA BAE 9502 AONIEY §F 00 ILANG D 5D FATEEI JANIGE Vg K
"UALIgs ool
5 01 (RIGE€ 200U U1 300 )35 a0 LoguIgEA 21 Subapun Suodunssn 341 O SH03a PO YOS SUL) QRION U BuUthan Sy PO503a10yS & m,s.,ts. Q2UBLIOIIR Kl PIUFZED UDY 504
ol s J0 3362 FU 5 S0 Eo%e BB $Ey Jo oMb Jous oy 3Y; TivA QUALRGTY: Alinkd 53 o &E&a LT DU SONTISEXE JTpAID UL .E. R f1) foroq ayl fo sanooipu; 1o o7 pojuas ou
S1UDGEIAUNLIOL §D JOPINIUL JUTOLG i) Ecwxu:ﬁ? BUY 430 P3;DIGHO .@Qmﬁteq 91 Pl 8305 Jusaf sy 30 50 EEE.@% $i pavrad m._@.hs 8y Juunp ;524 260 00 15008 GROMRLSY .?z&._.. e
pnunfiza 03 A i Futdip Suzpumerna s perunf uporesadiens Lmbe Jo A IBGSG0S ST {0 S0GINT0T 0 3D Q1R SEOUSE ?ﬁs._pux 2 ..s SUANIANIZA) O] I EXIOPHTO LT 5
oL 93..:. \..J?,a i iRINIAG SUGLNGHINGY
R AR .Emﬂm.uu. sc..o.._,q SRRGSTY J3 JURSE U 0 ST Y SO U0FUDL Y 8 I J0 003 Ul 300 30 Gf pRuRkE 1018 340 SUOQIIQLIY0? UDLIINY E..&.s, .naa:v.n.ﬁ I2NTLHG YSIUNUULIFING PP
quh.;mhmmum..EuR iC SROsATY AApUN S0 m_. .E ) oy AR O eyl ¥ 3 59 J0 cosjdas sy i DI BALTIAG- G J0 joipq 10 apou: svonnggun Ecgieun& I
SR Puls 053 61y 19) SRSty Ui 0L pRal 5 Rusdng; Ay v e g0 Buugrod 43 fOSw G e, 2 _
‘saa] aarnuiLee pun m& SAC3I0NG dpnn £834 KIDTES Gul PUb SIO] SaNII02 SIGD G SAIGANF-UGH A fo a3 T

o A My

[ ARV IS GERB0P  405°REETT 269006T Giv'Rls IRt W (R ol W'7e'7 WSS Ll
iy we'iey - S yig'pil ssY'y SRV Pt SEYRO. 949"y 00¥6E £1£'969 Lidy uoyieuop ‘burey,
- 151507 £89°22 - - - - S5O0 90" eeL 1S9E - 6801 SHPL BNUR POCH,
ké BEL'ESR - 947’5, At Y] - QLR £9E'y ikt 5y’s 00049 6Yy' Ly UEUL PLETIY GOSN
Iy EYUFT - £61'8€ #05°5CL - ?o Pt ' N6 958G MGTEE £01° 184 Saydenstiyy o1y mosER
£z G406 - §15°%8 sy ¥ED'E o5t'g? SOEEES 9’y [ gt EET LUBHIC YIRY “FUELRSRY]
- 502781 £97°1 - . - - ie'e G211 $99'1 - 1647218 +233 5anbo2p ‘uiEperod
1A iy A - ol rEp g 1372 €335 R0 178'059 [ 832 982ty SliEr (FmpY ukLIEY *sawes
7 SIE"160 - AT} 28y I BEYEE - {A'EL B24'C5% 959 00655 L FAL YA L[ 10ARIE "tAN01G
L4 299'5¢9 - LiY'EH TR 2E e - 963t TELY 959’5 b S16°08E ubing usjop uossapyy

SRR

- 28°E01 - - - - - 718720 il - - o315l DRE UEY S
- SL662 - - - - - SI'7 £95712 - - ws'n (YOT ISty Azl
- gEEGET - - - - - - g - - OEE'SEL Areiiuy ey ks
- s - - - - - 2ra 0 m..ur - - o'ser 13ESI pus ‘Bupiey
- moq&m - - - - - 2i7'el gy 0G9'G - Q00°G9E Laydus “yavuas |
- gog'se - - - - - - H9G'EE - - #95°EE Japuexay Koy ‘upy e
4] 90y E«..m - 26959 S02°0rT sewort - L6506 gLOGEE 959%% HOTEET  000°00%%E SOURYTY LHO( “Jup{-e0Im3
- ErARA! - - . - - A 064RvE - - qeg'set b¢a ylau “ [_wm
- 60967 - - - - - 696t a1z - - a1z
% $ $ $ $ L4 4 H H $ $ $

1238t suonde  savs dopeandr o) 43130 s Airjeg auwey

-1adng [s3

Sy #3501 oy swyeuaq T SuauARd pweqameyg jauwkoydura LAY SRA0| 09 WI-HO4G
EATES uu-fugy 864
..th;.um 18yi0

SoBE |

{GINNILLNOD) NOILIYSNIWOD TINNOSYTd LINIWIDVYNVYIY AT @)
(03NNLLNOD) SUNSOTDSIA TANNOSHId LNIWIDYNYI L3N 1T




Fax Server

32 PM PAGE 137/183

40:

28/03/2008 9

oAlNTUS LTd

Santes Annual Report 2007

Notes to the Consolidated Financial Statements

for the year ended 3| December 2007

“(g)og 210U ui papmIt 33 JuHdRB) IUI YHM 3384 SYYS PUE SUORO 3U) 2:043G JBW 2q ISPW 1213 SUCKLPUSD 3teWINLId pur 3a1Ies 2y Buipiehe: stiejag

‘Ausoas? ..E tiu JUBWATIG G QJDUILRT AN UDGM BT GRISID e ui0ssE Juatiobuutiu Ky a7 wiosf Butaloy Ainbs 5 o5 R0xtad wo Jb jae0uia) 23 45 *20u JOU AUt
SUIHIPULT DIANS UM SEY'S [0 i aS 5 Bugdg j0u TUSHIERGD douinafhad GF enp SjuBIIZIU) SYIS Gl SUSLIAE 1 "DOLIGY B5MEXD 4 Jo Antkd 33 uo m:ozqe Hc s5doy ou spru Avw n...mcu:. SUN 8

DU SUSRI0 {2 2SDuaks S JO RSAE VG PRASTL SAL0US dit} Ut pLodui )

an f 0 Benb fo 200 3313y VOQGIRISUTS 04.00] XTUY P 0 1 Y3 KA UG LT0Z
W 1ad gf w:.,u )08 20

"UOIFRIIDISUCD O J0] 03100 UT YN J504 PUD FTCT Aint L4

W02 Bjuiaxas ¢ i

2304 52

O LGWARIAC £ fO 28N VORISR U0 2A0Y $50,] JAREEAY £ UG pansiF asam nEK i
teu VS 243 [0 OT'0FT Pun ‘NS 139 55765 0 ar1on 1G] 0 acy so3uvif SN 9t fo porne sl Jo ajap s Iy
/0 3300 LOGOID 4D BADY Y002 np T L pa3mil 2sam 100 JUBLITG 3133 LI SRR 0] ozl SYYS KuY g A J0 uondanm dui M
I SN JQDTIUIR 210 TG00 2 JO :n Bl 50 SUCPU D BUsea GLuipuaoss wouy £ G I 03 3562 TU 30 PIACID 22040 S0t 3Yp "woRd0 439 451§ fo smjon Anf 0 3ol prjusib

SHpS S0 Bugican

QU0 O QA IR JMEIEA 23 0 Rintue; @i JG DRy KIHpI0 200 Jo GI5TI ay7 it CINSA REISAA Y1 10 LoSIYRKe uoldy @iol ¢

NS ._1. 48 Jo 2Rina 5nf o sty pIGH S
NI ALY WLXGUY [ 34 07 PRGBSy ¢

™

suoda 547 fo §€ Juae Jo 5500 i 2y 76 21¢ 0 200 A501NG D PUD JE0Z 12543006 £ JC 10D LORLHTHS 1D ALY LI IQUITKIF £ U0 prinail an o3k AN 2082 U NTHY £ 0.4 03 papiaud siiogdy 2
0Ice h%.r.% T Uy SB0Ed 00 3jU8U T &3_..3& 2y} A AID SUBLLDUOD mEmm» Butpiated Squcidess oy 0 00 G go poppat 215 Trivgds ayp .a__an._mnu_. €f L_s 274 40 B 301} PAFiLIS U0
53 Wb Jo 2108 24) iy oL 918 J0 O 5520559 ud GO 102 ARE T f0 ROP LDGIENE 40 SADY \Bh.m_a:,: T 60 POJienus 2ra rpof JUALIRD 31) 14 SARDAUSYD 07 [OFUaLE SUDGI0 Gﬁ P fouondes an gy I

- - - - 00626y {006°s8) - 005226 00E'192 Telo)
- - - - 000°59 {000792) - - 000°6€ 000'2s Faue) voyzeuor Bunos
- - - - 001’29 {00L11) - - 002’z 009'15 UYL PIBYILY ‘LOSHLY|LY
- - - - eoo'es  {opo'ez) - - 000LE 002’04 JeYdo3sHY7 J539g “MOsEM
- - - - 0099t {009'6) - - 000'iZ 00Z'61 HENGS paey ‘BUEHEPEY
- - - - 00005 - - - 00008 - VYO pLaeg “xouy
- - - - ooo'ze  (0006) - - 002’81 008'82 Newxey 1oboy Touuay
- - - - 00514 - - - 000°ZE 005’65 sautep pJempd uAtiew ‘saues
- - - - 00282 - - - o0Z'e - UYoL JOAREL ‘umolg
- - - - 006'9E - - - 006'9¢ - al}ss] SSWBL “BUC)siapineg
- - - - 000'22 - - - 600°L2 - gbny uyer ‘vosiapuy
Sanpinaxy
sy by
- YHE'ESL  wye'zGl  000'SZE S0t (008'ls) {69t'9y)  oo0'0S1  £12°S20°C 1230]
- - - on2't6 - - 002’c6 @Jusa) uouleuop 'Bungy
- - ~ - - - - - - - HHop PIRYITY "HOSUDIA
- - - - - - - - Jaydojsuy) Ja1ag ‘mMosep
- - - - 00L'to - - - - 006L'c9 11 ey ‘duepeey
- - - - 000°0OL - - - 600001 - uyop plaeq xoiy
- - - - - - - - - Nemxey @hoy ‘Bauusy
- - - - 000°05 - - - - 000°05 salep pIesp] uApey ‘saue)
695 {wez'61)
- 005'¥T 0051 - 00v'60E  (000°62)  BE'9S (se022) - 634781 UYOL OB “UmOIg
- - - - 000'05 - - - 00005 - 3)1537 salte[ ‘INessap)neg
- L4744 L4 THA - ¥92'S0L (008°82) = = - yOrEL ybny uyer "uosapuy
sannaxg
- 000'5¢1  000'SZ1 00’2l oo0'nos’e - - - - 00000572 SAYBUY-HIOE QUi 4-20m3
stapalg
suopdn
JEETEIN jeakaly  1eahany eahayy irak ayy Sabueys pasaA by PSR o pAJURIY Jeahayylo FULEN
Jo pus ie jopus e gopuage  Dupnp Jopunie 19430 frespraxa spybu Gupuuboq
FesPIaNE  IRLSPIIND  Pajsap P3jsepn DuLeg uopdojad  /paspiova je aueieqg
Jou 34 Pajsap pue paLssp pied unoury suopdg
£002

SMOI0) Se 5| ‘sapued paesd 1yt Buipmout ‘uosiad uawabeuew
Aoy yoew Ag ‘Ayeogausg 1o Apauput ‘Aeip pey fuedio) 3y jo seaeys Aeupio reao suapda pue SUBU Jo saquiny syl uy poped Suiiieds) sy3 Suunp JuswEAOW B

TINNCSEd LNTWIDYNYIN AT 40 SONKTIOH ALUNDI (O

sBuyptoy s3ybp pue suoyydp

(QINNILNOD) STUNSOIISIC TANNOSHId LINIWIDVNVIN A3N 1€

132




Fax Server
t=s Annual Report 2007

San

32 PM PAGE 13&8/1863

40

28/03/7/2008 9

cANTOUD Ltd

*(8)0f 910U i papn)ais are uAKIR1 3T HIM 2534 SYY'S JC sU0LAD Sy} 3109 oW B 1STW JBYS SUQFIIUGD Bauewi0yi=d pue aawaas 2yl Bugpiebal sie3ag

PISTB) QuLSLLS I anjon 542 Jo Sy LOG'0r SW 2 B 0] pueD BUD2 U0iy OF 4G Aunduing sy} djvm JuanAopdi 055053 ELUING TN L

PeafIof SOTETTS 5 OMEA 313 20 SOLEE 0G0 GLE Sty 03 34 3347 pUD 9507 0une £ ut Audiun) 3447 Wi WAVDR PIIDPOSY P A M 9
RUSKS S ) YN AR AD 50Uy Ra i3 UaGm 150052 Jeuutead Jauabuuc A2y 50 wdf Buisioy rinba s, 358000 £0 [0 joAB 247 46 TE j00 QD

SUOLIDUG? FHALST LI SIS [0 aaginfic] vou Fujag J0i SUOQIDSG) WOUNLTHET 0] anp SLAmZIGU? SYYS VI SUGLDApar "POLIAT FSXD 03 fO Ao 25 4o suondo Jo s5do; s apamut ow 5abuswr sy 6
Sy fo Burmas pu

sungdo fo A310:aX3 5143 Ju PRSI £ SO Pansit Snpus 5iT UL DICHUD SRR M %0 315t RNl 247 03 Kasihow ; ot fa ainys Koo vt fu SISt A 1 SIS PRXRA NS 10 PSS undu qruy %
002 ATOnp T UTY) JRGEE O3 JE5A SHYS 841 TR 10 SUOGINUUS dd nuniofad BUimiAdiy S3uayeivi 44 Cf p i J0 PAPIAIL S SRS By) 3500

Junek 10 9928 Jo 20IA ST D G FUD URTNIE PEV0S 0 ] WU 24T EM ISAA PIOZ SAYN) $E J0 UL EOJANTFR IR BANS "GO0 AGTGPE ¥Z ¥E LBNI0AD B10m 102K )uA T 24] vl SRALIIRIA O} pajurub sy &
EO0Z AICKUDY T U0y) J30433 GU 3FESLUAD 2D SUOLI0 34} 7341 210 SSOIPLOS FNILULOLAT Eripiatiy “Quaidial a7 632500 0u 30 papuaud a1am

susido 24) 3mp 0ub 30 67 01 Jo srjoa ] o pun ey grs J0 0000 9530 N6 "DI0Z 18Qa1% 37 J0 F100 LOnsAANT 15 DY "9 4AT00 w7 1 pajuieE 203 ivak A ANT U SPALRIDN Ty

6007 ISHENY 52 UCK] 3102 O B)IOSLHIB 33D FLD

1o 200°000T pua Q00T ERENY §7 LOUI 4252 CU FR0SUKI 210 Sopdd 3L f0 00N N0ST #4507 FPEMY 67 LOY IALIDA Gl AJGUSLANG 243 CUANGD 241 0 SE0Y00S JRI A0 SUOGIRUSD AN sitefaY £

WL ORI L A 073560 06 20 p2YutsF 2uam Suondo ay) 0RO 100 50°7 JG aRJUA HBS 0 3aDY TuBIME SOOOANT DUD “u0:300 130 p& TS Jo am0s uelp sy sungdn aop st uegde s2d pp g fo sihandial

0 sy popuast suando 3 fo 005 C0s Jumb fo 03up oyi Ty ETIE foesud STnean up pus G152 F0iy € J0 2100 UCLANXE VT sADY (DIUM ‘OG0T DI ¥ vl JUIL-S201) 3 £ i &3 PITNN BI0MSIOGT0 0G0 G0R T

"~

- - - 05L°25 oos'zez  {osi’zas) {osL'2s} 001'68 006'91€E 12101
- - - O00'Ei 00028 {ooo's1) - {co0’eT) - 000'8L aauase) uoyjener ‘Bunop
- - - - - - - - - - ssllie 22nig "poog
- - - 0538 009'1S {oce'g) - {ose'g) 002'91 O0T'ES UHOL QigyDLY UDSEDRIA
- - - 00811 00Z'0L (o0g'1t) - {oog'11) 000'E2 00801 Rydolsuy) 15194 ‘Mosey
- - - 008'y 002°61 {oog'y) - (oo'y} - oog'ee HEMS Aiey ULy ieey
- - - oop ot - {00005) - {ooocr) - 000’09 @13 sanboap “wepency
- - - - 005'6¢ - - - 006'61 00061 Sep prenpy uduiey ‘sauiey
- - - - - - - - - - UYL 10AD]] “UMOIG
- - - 005"y - {ooe'y) - {o0g"%) - 009'8 yBaH uyop *uosiapLy
sapInaxy
s)yfipy
- £19°54 £19°CL 009'52 §12'620°c {oez'zal) {GeL'2ep)  005'99LZ  869°508 1ej01
- - - - 002°Ed - - - 002'E6 - #auase] soyleuor "Bunay
o788 {0s9'z2)
- - - 00%'T! - {0s2'8¢1)  BEGS {s80°5%) - S85°012 sSRUWRL 307G pOsH
- - - - - - - - - - UY O DIBYILY "UOSUDNIM
- _ - - - - - - - - Joydesiiry 19184 MosSEN
- - - - 00L'ES - - - 0OL'ES - HENIS ey “sueRpeY
- - - - - - 25°08 {0’00z} - 006°002 3413 sarboR( “uigpened
- - - - 000°05 - - - - - 00005 Sewser paewp3 uAiEy seurel
- 69808 69809 00891 59:°¥81  {005'vL) 25°93 {(000'002)  006°s9 69£°EES HHOL J0ASI] ‘UMSIE
- y9L2L #5L2L - y90'ET - - - 00L'E9 P9E'QL ybny uyor ‘uosispuy
Satniaxg
- - - - 000°005'2 - - - 0000082 - S3YFRY) UL “JuL4-201)]3
siapayg
suopdp
jeghay wakayy  teakay) i3 JLETENY Sabueyd paysea Wby pajsan o - 1011 1eRA gy o aweN
jopuaje jopudle  jopuage Buunp o pua e LI fpespiaxa  suby Buwnbag
gespim  AqeSPIaNd  psap pPaIsIA aueeg wopdotad  /paspiand e anuejeg
10U ING paISAp pUE pazsap pied Junouy suopdp
9002

{QINNIINGD) TANNOSYI INTWIDYNYI L3N 4G SONITTIOH JUnd3 O)
(Q3INNILNGD) SUNSOTISIA TANNOSHId LNIWIDUNYIM AINIE

133




Fax Server

28/03/72008 9:40:32 PM PAGE 133/1863

oANTOS LtTa

Santos Annual Report 2007

- 0y - - - - - ozy 18301
- S6L - - - - - sg1 yapnr ‘eeog
- T - - - - - 52e $eyiey) UYOL Jun§-200)3
s1op34a
sarelys Juaiajaid 7)g)38aAH03 BlgRWIAPY
- geegal’y Wy = - 69€°0Y - 265'689'y #1984
8 - egiost  (o00B0l) - - - - £81°082 sauan} uoyeuof ‘Sunoy
& - wy'12 - - - - - w2 Uy pIBYILY "UOSUDNLA
v - vE6'te - - - - - YEG'L2 laydoysuyy sa3ag ‘mosep,
m - 902° - - - - - %02'¢ UENIS HIRY ‘RuUEyRLIZY
[ - - - - - - - - uyor piaeq ¥ouy
w - 56£°65 - - - - - S6L'65 Nauxey saboy ‘Hauuay
- - - - - - - - seliep plempl ufjsey ‘saulel
7] =~ 69£°992 - - - 69¢' 9y - 000002 uyag 10431 "umolg
I~ . - - - - - - - 1S3 SAWE( ‘BuolsIapyieg
H <O - 1374 29 - - - - LTAg] ybny uyor ‘uossepuy
VO S I3%3
m ™~ - 6£9°01 6£9°5 - - - - Goo's yang ‘veo)g
- Nu. - 809 800 - - - - - 192Uy pleyly ‘Bulpley
m_—l.. 0 - 012'6% oty - - - - as'yy usydais yoesg
m - - - - - - - - sapuexely Aoy ‘unyuely
e @ - PYEELEY Y0%'SL - - - - O6'£E0'Y SSHEY) UYOL JUNL-20M3
m Y] - SHT'Y SYEE - - - - 000’ pely yIauuay ‘uesg
o @ - Loe'se 025¢ - - - - = SRUBRY) [SUUR) ‘eprog
v ) siopang
= pred Apny - saleys Ateuppip
m o teak Jeak sabueyy pawaapay suyfip g0 suopdo jo vopes 12ak ey
- ay3 jo ay3 jo PN Bugisaa uo ISP ~uadway 2y Jo
o) a% pu 38 puale paALadRY uo panAIzy  se fuuyag
c O Aneupvon aueleg pagueln ¢ Duerey
[ i’y
Qo 20ouUEjRg
unL r& 002
m aV.y/ smoy10) st sy ‘santed paaejas iteyl
w o Buipmauy ‘uessad Juzwabevew Sy Yoes Aq “Aaousuaq so Apzeaipul ‘fpaenp may Auedwoy #ul Je 5aIeys 10 J3quinu a3 vt poussd iniedss sy Suunp suswancm 3y}
85 sBugppy areyg
0 o (QINNILNOD} TINNOSYId INTFWIOYNYIW AFH 3O SONITICH AUnds (D)
N r@.. (AINNLINGD) STUNSOTOSIAC TANNOSHId LNIAWIDYNYW AINI€

134




Fax Server

32 PM PAGE 140/183

40:

28/03/2008 9

vANTOD Ltd

Santzs Annual Report 2007

YONZ B[ 5L N0 KBODWST cY4) Yivm JaFUATINI PTG ROOY, i G I PUO 9002 10 OF 46 A0S G4 dim JaNADINL RoSusd IMOLERO9 I P 48 £
"G0Z FUPL ¥ VO OIL SIY JOUR SEPRAE 6 50 34J0 pRy Kusad £ 4 0007 13QUEIA] §I UG WA © S5 DS KETLD Y I 4 B0 0002 KONGRS 92 RO SV 750 LIDSI JowbE 34 i 2
Auckpo) 2ui 410 JuFwR0)dua 25035 20 55 B 33 01 050 A3Y] Haym AURSCLSIL 1P uiosed Juawabouou A5y 2y way Suipioy Anbs s, aMaidws 20 TJ0D5.1q 6 Jo 16M0wa) 3y; 2pnpi saBuEg a0 T

- 0zy - - - - - ¥ 12104
- s61 - - - - - g61 T PR RGS
- gez - - - - - sz2 SPLEYD UYOf N 4-00)3
024G
] saieys wuapjaid gL AqRaapey
- 150°629'  {6y5'LeE) - 05124 SE22Ly - 128'18Y'y 0]
- £81°092 - - GO0'ES - - £81'492 3UR:9] woyyeLop ‘Bunoy
- - {g200r) - - seL'2t - 062'4% (Sawer PG ‘PooA
- 9912 - - 058'g - - 165721 ULOL Preydly “uvsuUbIA
- YEE'(2 - - o09Ll - - YET'Ot Jaydogsuy) Jo18g ‘mosEM
- v02'¢ {o0g'y) - 008"y - - YO2'E 1ENIG NIy BUEENE)
- - {o12'222) - 00001 000002 - arezy 213 senboeg ‘viepency
- - - - - - - - SOWIEL DIBwMpT LALIEY ‘SaLed
- 000'002 - - - 000002 - - Uyor 10A31] ‘umaig
- C1'9 g9 ~ ooe'y - - 21871 ybny uyor ‘vosizpuy
sanpniaxy
- 000°S - - - - - 000's yipar ‘ueols
- - - - - - - - Aiop 1aydogsuyy ‘Auday
- - {es8'%) - - - - 869y Auouy jpeyoyr ‘K1297,0
- - - - - - - - TR Pl "Bupiey
- 0se'ry ¥20° - - - - 9SR'EY uaydaas ‘yreen
_ - = - - - - - foy “puely
- ovee0’y  (506'y) - - - - LA I SIURY) Uyor n4-2543
- 000'E - - - - - 000°E : eIy YIouUEy ‘ueag
= - {recar) - - - - bEET2T SIPR) 1BR4 TAsUsEg
S22
pied Afiny — sateys Aleurpag
FET JEY Ssafivep padapay sy jo suofdo 30 uopes 1eal auiey
A3 4o g e 1330 Eugysaa uo aspiane -ugduios ayy jo
puaje pliaje pantasay uo pIAIAY  SB Bupbag
Ajeupuou aouejeq pajuesry J8 ouleg
ny
Bueteq

900¢
{(Q3NNIINGD) TINNOSYId INFWIDVNYIW AZM 4C SONIIOH ALIND3I D)

(Q3INNILNOD) SIHASOTOSIA TINNOSHI LNTWIDYNYIW A 'I€

135




SANTOS Ltd 28/03/2008 9:40:32 PM PAGE 141/183 Fax Server

%antos Annual Report 2007

Notes to the Consolidated Financial Statements
for the year ended 3| December 2007

Ji.KEY MANAGEMENT PERSONNEL DISCLOSURES (CONTINUED)
(D) LOANS TO KEY MANAGEMENT PERSONNEL

There have been no lvans made, guarantzed or secured, directly or indirectly, by the Group or any of its subsidiaries at any ime
throughout the year with any koy managament parson, including their related parties.

32.RELATED PARTIES
Identity of related parties

Santos Lid and its controlled entities engane in a variety of related party transactions in the ordinary course of business. These transactivas
are conducted on normal Lerms and conditions.

Details of ralated party transactions and ameounts gre set outin:

Note 3 as to interest received from/paid to controtied entities;

Note & as to tax related balances and other amounts owing by contralled entities;
Notes 19 and 20 as to amounts owing to controiled antities;

Note 20 as to guarantees by Santos L.td of the financing facilities of controlled entities;
Note 21 as to Non-executiva Directors’ retirement benefits;

Notes 17 and 25 as Lo investments in controlled entities;

Note 27 as to interests in joint venitares; and

Rote 31 as to disclosures relating to key management personinel.

Conisolidated Santos Ltd
2007 2006 2007 2006
33. REMUNERATION OF AUDITORS $'000 $000 3000 3000
The auditar of Santes Ltd is Emnst & Young.
Amounts recefved ar due and receivable by Ernst & Young (Australia):
An audit or review of the financial report of the antity and any
other entity in the consolidated group 1,181 216 827 545
Other services:
Assuranice 244 10 183 He
Taxation - 3 - 3
Other - 4 - 4
1,625 833 1,010 562
Amocurnts received or due and receivable by overseas related practices
of Ernst & Youny (Austratia) fon:
Taxation 15 12 - -
Other services - I8 - -
15 50 -
Amounts received or due and receivable by non Ernst & Younq firms for:
External audit services - 13 - 4
Other services - - - -
- 73 - 49
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Consalidated Santes Ltd
2007 2006 2007 2006
35. COMMITMENTS FOR EXPENDITURE Smillion dmillion $million $ritliorn
the Group has the following commitments for expenditure:
{A) CAPITAL COMMITMENTS
Capital expenditure contracted for at balance date for which ne
amounts have been provided in Lhe financial statements, payable:
Net later than ene year 324.2 211.4 199.1 107.4
Later than one year but not later than five years 89.0 116.8 53.8 S4.4
tater than five years - 3.9 - 1.9
: 413.2 332.1 252.9 163.7
Santos Ltd has quaranteed the capitat commitments of certain
contictled entities (refer note 36 for further details).
{8 MINIMUM EXPLORATION COMMITMENTS
Minimum exploration commitments for which ne amounts have been
providad in the financizl statements or capital commitments, payabla:
Not later than one year 350.1 133.0 46.2 21.9
Later than on= year but not: later than fiva years 185.4 ¥6.1 10.6 14.1
Later than five years 29.1 - - -
564.6 2071 56.8 36.0
The Group has certain obligaticns to perform minimum exploration
work and expend minimum a meunts of money pursuant to the terms
of tha granting of petroleum axploration permits in order to maintain
rights of tenure, These commitments may be varied as a result of
renegotiations of the terms of the exploration permits, izences or
contracts or alternatively upon their relinquishment. The minimum
exploration commitments are less than the normal bevet of exploration
expanditures expected to be undertaken by Santos Ltd and its
controlled entities.
() LEASE COMMITMENTS
Non-canceliable operating lease ientals are payable as folfows:
Not dater than gne year 92.2 9.8 38.7 45.8
Later than one year hut not latar than fve years 204.5 266.¢ 811 1121
Later than five years 52.8 75.0 34.2 39.7
349.5 44,8 154.0 197.6

The Group leases Floating production, storage and offtake facitities, floating storage offinading facilities and mobile offshore production
units under operating {eases. The leases typically run for a period of four to six years, and may have an option to1enew after that date.

The Group also Leases building office space and a warehouse under operating lezses. The teases are generally for o period of ten years,
with an option to renew the lease after that date. The lease payments typically increase by 5.0% per annum.

During the year endied 31 December 2007 the Group recognised $59.5 mitlion (2006: $73.2 million) as an expense in the income
statement in respect of eperating leases,
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35. COMMITMENTS FOR EXPENDITURE (CONTINUED)

{0y COMMITMENT ON REMOVAL OF SHARE CAP

Pursuant to a Deed of Undertaking to the Premier of South Australia dated 6 October 2006 and as 3 consequence of the enactment of the
Santns Limited {Dezd of Undertoking} Act 2007 on 29 November 2007, Santos has agreed to:

«  continue to make payments urider its existing Social Responsibility and Community Beneflits Program specified in the Deed totalling
$60.0 mitlion vver a ten-year period from the date the legislation was enacted. As at 31 December 2007, approximately $59.4 million
remains to be paid over the rext ten years; and

»  ¢optinee to maintain the South Australian Cooper Basin assel’s Head Office and Operational Headyuarters together with other roles
inn South Australia for len yedrs subsequent Lo Lhe date the legislation was enacted, At 31 Decamber 2097, if this condition had not
been mat, the Company would have been s ble Lo pay approximately $100.0 million to the Stste Government of Scuth Australia.

Santos is required to make these payments only if the State Government of South Australia does not reintroduce a shareholder cap on the
Company's shares or introduce any other restriction on or in respect of the Company's Board or seninr management which have an adverse
discriminatory effect in their application to the Company relative Lo other companies domiciled in South Australia.

Consolidated Santos Ltd
2007 20C6 2007 2606
$million Smillion Smitlion smillicr
(£} REMUNERATION COMMITMENTS
Commitments For the payment, of salaries and other remuneration
under the long-term employinent contracts in existence at the
reporting date but not recognised in Habilities, payable:
Not later than one year 8.2 =3 8.2 3.3

Amounts included as remunesation commitments inclede commitments a1ising from the service contracts of Directors and executives
veferred to in the Remuneration Report of the Directors’ Report that ave not recognised as Gabilities and are not included inthe
campensation of key management personnel.
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Consolidated Santos Ltd
2007 2006 2007 2006
36. CONTINGENT LIABILITIES ’ Smittion tmitlion $million Srmllion
‘the Uirectors are of the opinion that provisions are not required in
respect of these matters, as itis not that a Future sacrifice
of economic benefits will be reguired or the amount is nok capable
of reliable measurement.
Santos Ltd and its controlled entitias hava the following contingent
Habilities arising in respect of:
The Group:
Performance guarantees 23.2 15.9 10.2 101
Actual and possible legal claing and proceedings 12.1 3.0 2.4 2.4
The Gioup's share of contingent Bahilities of joint venlure operations:
Perforinance guarantees 5.8 5.4 2.9 2.8
Litigation and proceedings - 8.0 - 1.1
41.1 2.5 15.5 16.4

Lzgal advice in retation to the actual and possible leqal claims and proceedings referrad to above indicates that on the basis of available
information, any tability in respect of thase claims is unlikely to exceed $11.3 million on a consolidated basis.

A number of the Australizn interests of the Group are located within areas the subject of cne or more claims er applications for native titta
determination. Whatever the outcome of those claims or applications, itis not betievad that they will significantly impact the Group's asset
base. Compliance with tha “future act” provisions of the Native Title Act 1993 (Cth) can delay the grant of mineral and petroleum tenements
and consequently impact generally tha Sming of exploration, development and production operations. An assassment of the impact upon the
timing of particuiar operations may require consideration and determination of complax legal and factual issues.

Guarantees provided ;Jy Santos Ltd For borrowings in raspect of controlled entities are disclosed in note 2¢.
Santos Lid has provided parent. company guarartees in vespect of:
(8} the funding and performance obligations of 3 number of subsidiary companies, retating to:
» & floating storage and offivading lacilities agreement for the Sampang PSC;
= 4 nobile offshore production unit agreerment for the Madura PSC;
» peiforinance obligations under production sharing contracts; and
{b) a subsidiary company’s obligations to meet distribution charges for gas retail customers.

A subsidiary company has provided a leiter of performance guarantee in respect of the performance obiigations of its subsidiary company
rztating to 2 production sharing contract.

A subsidiary company has previded a letter of comforl {n respect of payment abligations of associaked enhities.

The total expenditure commitment nnder these transactions and which are the suhject of a parent company quarantee is $236.3 mittion.
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36. CONTINGENT LIABILITIES (CONTINUED)

Sidoarjo mudftow incident

While the Board has made provision in retation to this incident, the provision reflects an assumption that a resolution will ultimately ba
reachod as between the Government, Lapindo Brantas Inc, the non operating PSC parties {Santoes Brantas Py Ltd {"STOB") and PT Prakarsa
Brantas) and all other retevant parties as to the costs related to long-term mud management eptions, proposed costs of inhrastructure
relocation and any third party claims, [tiis also assumed that the present conditions at the site of the inddent will remain stable orimprove
over the longer term. These assumpbions are based upon an epdatad assessment of information currently availabie, experience and events
since May 2006 (including the WALHI decision) and progress associated with managing the mudfiow.

With the mudflow continuing, the complexity of the incident, and the need to consull with a number of interested parties (both public

and private}. the situation remains dynamic, Accardingly, there is continuing unrertainty surrounding the incident and its cost and other
implicatians for the Group. Thera remains the passibility that the resolution of these uncertainties may ultimately be on a different basis than
preszntly assumed, which could result in the ultimate costs to be borne by ST08 being significantly different from the current astimata.

Further details of the Sidoarjo mudflow incident are provided in note 3.

37. DEED OF CROSS GUARANTEE

Pursuant to Ciass Order 98/1418, the wholly -owned subsidiarias listed below are relieved from tha forporetions Act 2001 requirements for
praparation, audit and lodgement of their finandal reports.

As 3 condition of the Class Grdar the Company and each of the listed subsidiaries {“the Closed Group™) antered into 8 Deed of Cross Gearantee
ot 8 December 2006. The effect of the Deed is that the Company has guaranteed to pay any deficiency in the event of winding up of any of tha
subsidiaries under certain provistons of the Corporations Act 2001 . The subsidiaries have also given a similar quarantee in the event that the
Company is wound up.

The subsidiaries subject to the Deed are:

Alliance Petroleum Australia Py I.td
Bridge Oil Devetopments Pty Limited
Reef (it Pty L1d

Santos (BOL) Pty Lt

Santos Darwin NG Ply Lid

Santos Offshore Pty Ltd

Santos Petroleum Management Pty Lid
Santos Patroleum Py Lid

Santos ONT Pty Ltd

Santos ONT (No. 1) Py Ltd

Santos ONT (No, 2) Pty Ltd

Vamgas Pty Ltd
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Closed Group
2007 2006

37. DEED OF CROSS GUARANTEE (CONTINUED) $million $million

The consolidated income statement and balance sheet of the entities that. are members of the Closed Group are

as follows:
Consolidated income statement
Profit before tax 1,121.0 211.8
Income tax expense (103.1) {213.6)
Profit after tax 1.017.9 58.2
Retained earnings at the beginning of the yaar 1,163.3 1.377.3
Dividends to shareholders {268.6) (268.5)
Share buy-back (231.2) -
Share-based payment transactions 5.2 a6
Actuzrial gain/(loss) on defined benefit plan, not of tax 4.4 (6.3)
Retained earnings at the end of the year '1,691.0 1,163.3
Cansolidated balance sheet
Current assets
Cash and cash equivalents 60.0 8.7
Trade and other receivables 420.4 336.5
Inverntories 215.7 1347
Other 5.6 17.8
Total current assets 7017 LY
Non-current assets
Raceivables 61.5 390.0
Exploratton and evaluation asseks 168.7 2B.4
Oitand gas assets 3,730.2 3.825.1
Other land, buiidings, plant and equipment. 102.9 117.2
Other investments 2,672.8 2,038.2
Deferred tax assets 8.0 16.2
Other 5.9 9.0
Total non—current assets 6,751.0 5,424.1
Totat assets 7.452.7 65,998.8
Corrent liabitities
Trade and other payables 433.3 708.7
Deferred income 12.0 6.3
Current. tax lahilities 28.7 208.1
Provisions 43.2 66.9
Tokal current tisbilities 517.2 990.0
Nonh-current Habilities
Deferred income 8.8 11.3
Interest-bearing loans and borrowings 2,294.8 1,922.4
Defarred tax tabilities 149.7 186.1
Provisions __463.0 464.8
Total non—current iabilities 2.916.3 2,584.60
Totai liabilities 3,433.5 3,5%.6
Net assets 4,019.2 3.424,2
Equity
Issued capital . 2,331.6 2,254.4
Reserves {3.4) 6.%
Retainet warnings 14,6910 1,163.3
Total equity 4,012.2 3.424.2
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38. FINANCIAL RISK MANAGEMENT

Exposure to foreign currency risk, interestrate risk, commodity price risk, credit risk, and lquidity risk arises in the nermal course of the
Group's business. The Group's overall financial risk management. strategy is to seek to 2nsure that the Group is able to fund its business plans.
Derivative financial instruments may be used to hedge exposure to fluctuations in foreign exchange ratas, interast rates, and commodity prices.

The Group uses various methads to measure the types of nsk Lo which itis exposed. These methods inclide Cash Flow at Risk analysis in the
case of interest. rate, foreign exchange and commodity price risk, and ageing analysis for credit visk,

Finandal.risk management is carried out by a central treasury department (" Ireasury”) under policies approved by the Board of Directors,
the Board provides wriften principles For overall risk management, as well as poficies covering specific areas, such as foreign exchange risk,
interest raie risk and credit fisk, yse of derivative finandal instruments and non-derivative financial instruments, and investment of

excess liguidity,

{A) FOREIGN CURRENCY RISK

Foreign exchange risk arises from commercial transactions and recognised assets and liabitities that sre denominated in a currency thatis
not the entity's functional currency, The risk is measured using cash flow foiecasting and Cash Flow at Risk analysis.

Tha Group is exposed te foreign currency risk principatly through the sals of liquid petroleum products denominated in US dollars,
US dellar borrowings and US dollar expenditure, In arder to hadge this foreign currency risk, the Group has from time to time entered into
forward foreign exchange. foreign currency swap and foreign currency option contracts,

ALLUS dollar denominated borrewings are either designated as a hedge of US dolfar denominated investments in foreign operations
{2007; US$1,199.6 mitlion; 2006: US$825.6 million) or swapped using cross -currency swaps to Australian doilars, As a resuit, there were
no net foreign currency gains or losses arising from translation of US denominatad dollar Borrowings recognised ip the income statements
in 2007,

The Group’s risk managemant policy s to hedga between 0% and 50% of forecastad cash flows in US dollars for the current finandial year.

The following fable demonstraies ihe estimates sensibivity Lo a 10% increase/decrease in the US dollar exchange rate, with allothey
variahles held constant, on post-tax profit and equity.

Consolidiated Santos Lid
2007 2006 2007 7006
$million smillion Smiltion $million
Impact on post-tax, profit:
AUD/USD +10% {84.8) (94.8) -
AUD/USD - 10% 103.6 122.0 -
impact on equity:
AUD/USE +10% (120.7) (137.4) -
AUD/USE --10% 132.6 159.5 -

{B) MARKET RISK

Cash flow and fair valve interest rate risk

The Group’s main interest rate risk arises from long-term borrowings. Borrowings issued at variable rales expose the Group to cash flow
interest rate risk. Barrowings fssuad at fixed rates expose the Group to fair valu2 interest rate risk.

The Graun adapts a policy of ensuring that the majority of its axpasure to changes ininterest rates on borrowings is on 2 fioating rate
basis. [nterest rate swaps, denominated in Austratian dollars and US dollars, have been entered into as fair value hedges of medium-term
notes and long-term notes respectively. The swaps have maturities ranging from one to twenty years, aligned with the maturity of the
related notes. At 31 December 2007, the Group had interest rata swaps with a notonal contract amount of $1,062.7 miltion

{2006: $615.4 million).

144




SANTOS Ltd 28/03/2008 9:40:32 PM PAGE 150/1863 Fax Server

Santzs Annual Report 2007

38. FINANCIAL RISK MANAGEMENT (CONTINUED)
(B) MARKET RISK (CONTINUED)

The net fair value of swaps at 31 December 2007 was $67. 3 million (2006; $10.6 million), comprising assets of $77.2 million and Habilities
of $9.5 miltion. These amaunts were recagnised as fair value derivatives,

Based upon the average balance of gross debt during the year, if interest rates changed by +/-1%, with all other variables held constant,
the estimated impact on post-tax profit snd equity woutld have been:

Consclidated Santos Ltd

2007 2006 2007 2006
Smillion smillion $emiltion Senillicn

Impact on post-tax profit:
Interest sates +1% (117} {10.6} - -
Interest rates - 1% 117 10.6 - -

Tmpact on equity:

Interest rates +1% (3L7} {10.6) - -
Interest rates - 1% 1.7 10.6 - -

Commodity price risk exposure

The Group is axposed to commodity price fluctuations through the sale of petrotaum products denominated in US dollars. The Group may
enter into commodity crude oil prica swap and eption contracts to manage its commodity price risk.

At 21 Dacember 2007 the Group has no open oil price swap contracts (2006: nil).

1f the L% dollar oil price changed hy +/-10% From the average oil price during the year, with all other variables held constant, the
estimated impact on post-tax profit and equity would have been:

Consolidated Santos L.td
2007 2006 2007 2006
Smillion smilden Smittion smillion
Impact on post-tax profit:
US dollar odi price +30% 116.6 120.8 -
U% dollar oit price --10% {116.6) {129.8) -
Impact on equity:
US dollar pii price +10% 116.6 129.8 - -
US doltar il price -10% (116.6) (129.8) - -~
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Notes to the Consolidated Financial Statements
for the year ended 3| December 2007

38. FINANCIAL RISK MANAGEMENT (CONTINUED)
() CREDIT RESK

Credit risk arises from cash and cash equivalents, derivative financiat instruments and depasits with banks and finandial institytions,
as well as credit exposures to customers, including autstanding raceivables and committed transactions, and represents the potential
tinancial Loss it countarparcties failta perfarm as contracted. Management has credit potides in place and the exposure to credit risk is
monitared on an oagoing basis, The majority of Santos’ gas contradts are spread across major Australian energy retailers and industifal
users, Contracts existin every mainiand state whilst the targest customer accounts for less than 20% of contracted gas.,

The Group contiols credit risk by setting minimum creditworthiness 1equirements of counterparties, which for banks and firancial
institutions is a Standard & Poor's rating of A or better. If customers are independently rated these ratings are used, otherwise the credit
quality of the customer is assessed by taking into account its financial position, past experience and other factors including cedit
support from a third party. Individual risk Uimits for banks and financial institutions are set based on external ratings in accordance with
limits set by the Board. Limits for custamers are determined wittdn contract terms. The daily nomination of gas demand by customers and
the utilisation of credit imits hy costomers is monitored by line management,

In addition, receivables balances are monitored on an anqoing basis with the result that the Group’s axposure to bad debts is not
significant. The Gioup does not hold collateral, nor does it secuyitise its trade and other receivables.

At the batance sheet date there were no significant concentrations of ciedit risk within the Group snd firancial instruments are spread
amongst a nember of finandsl institutions to minimise the sisk of default by counterparties.

Tha maximum exposure to credit risk is represanted by the carrying amount of financial assets of the Group, excluding investments,
which have been recognised on the batance sheet,

Q

LIQUIDITY RISK

Prudent. liquidity risk maragement impfies maintaining sutficient cash and marketable securibies, the availahility of funding through an
adequate amount of committed credit facilities and the ability to close out market positions. The Group aims at maintaining flexibility in
funiding Lo meet angoing operatinnal reruirements, exploration and development expenditure, and small-to-medivm-sized oppartunistic
projects and investments, hy keeping committed rredit Facilities avaitable.
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38. FINANCIAL RISK MANAGEMENT (CONTINUED)
(D) LIQUIDITY RISK {CONTINUED)

The following table analyses the contractual maturities of the Group’s financial Habilities into relevant maturity groupings based on

the remaining period st the reporting date to the contractual maturity date, The amounts disclosed in the table are the contractual
undiscnunted cash flows comprising principal and interest repayments, except for interest rate swaps. Estimated varable interest expense is
based upnn appropriate yield curves existing as at 31 December 2007,

Less than 1to2 2to 5 More than
1 year years years 5years
Sarillion Smwillion $rillion Smillion
Consolidated
2007
Non-derivative finandizl lizhilities
irade and other payables 661.4 - - -
Bank loans 411 4(.8 259.2 133.7
Commercial paper 65.0 - -
Medium-term notes 278 6.5 19.6 469.5
Long-term notes 75.2 11.7 502.9 1,151.4
Derivative finandal liabilities
Entersst rate swaps {9.5) {21.3} (31.9) {27.0)
8610 1377 7498 1,727.6
2006
Non-derivative finandial lizbilities
Trade and other payabies 441.8 - -
Bank loans 471 34.3 159.2 140.6
Commercial paper 136.0 - -
Medium-term notes 1.6 248 19.5 £75.9
Long-term notes 183.3 42.4 2%8.2 541.6
Derivative finandat liabilities
Enterest rate swaps {0.8) (2.6} {8.2) {1.8)
8040 16149 46G8.7 1,1%6.3
Santos bd
2007
Trade and other payables 642.9 - - -
Amounts owing to cantrolled entities - - - 2,478.2
642.9 - - 2,478.2
2006
Trade and other payabios 562.0 - -
Amounts awing to controlled entities - - - 2.583.6
£62.9 - - 2,5a43.6

Amounts owing to controlled entities are shown at their carrying value as any interast charged on the lhans is added to the loan balance.
The loans are made in the ordinary course of business on normal market terms and conditions and are not repayabla for 2 minimum of
nine years,
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Motes to the Consolidated Financial Statements
for the year ended 31 December 2007

38. FINANCIAL RISK MANAGEMENT (CONTINUED)
{E) FAIRVALUES

The financial assets and liabilities of the Group and the Comgpany are recognised on the balance sheets at, their fair value in accordance
with the sccounting policies in note 1, except for long-term notes that do not form part of an interest rate swap, and bank borrowings,
which are recagnised at face value. The carrying valire of these long-term notes is US$156.5 miltion and their fair value is estimated at
US5162.3 million based on discounting the future cash flows excluding the credit spread at the time of issue. The discount rate used is the
interest rate swap rate for the remaining term to maturity of the note as st 31 December 2007,

The cai rying vatue of the bank borrowings approxinates fair vatue as itis a floating rate instruinent.

Basis for determining fair valves

The following summarises the significant methods and assuriptions used in estimating the fair values of financdial instivments:

Trade and other recejvables
The carrying valua bess impairment provision of trade receivables is a reasonable 3 pproximation of their fair values due to the short-
term nature of trade receivables,

Avgilable-for-sale finonciol ossets
The fair value of available -for-sale financial assets is determined by reference to their quoted bid price at the reporting date.

Derivatives

The fair value of interest rate swapsis caleulated by discounting estimated futurz cash flows based on the terms of maturity of each
contract and using market interest rates for a similar instrument at the reporting date, Where these cash flows are in a Forzign
currency the prasent value is converted to Austratian dollars at the foreign exchange spot ratz prevailing at reporting date.

Finandol liabilities

Fair value is calculated based on the present value of future principal and interest cash flows, discounted at the market rate of
interest a2t the reporting date. Where these cash flows are in 3 foreign curvency the present value (s converted ta Austratian detlars at
the foreign exchange spot rate prevailing st reporting date,

interest rutes used for dutermiming fair value

The interest rates used to discount estimated future cash Flows, where applicable, are based on the market vield curve at the veporting
date. The dealt credit spread is sssumed to be the same as the market rate for the credit. as at reperting date as allowed ynder AASH 139
Financial Instrumenis: Recognition ond Measurement, The interest rates including credit sprerds nsed to determined tair vatue were as

foliows:
2007 2006
Derivatives 5.4% -7.8%  6.2% - 7.0%
Loans and borrowings 5.8%-91% 6.1%- 0.0%
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Directors’ Declaration
for the year ended 3| December 2007

In accordance with a resclution of the Directors of Santos Ltd (“the Company”™), we state that:
1. Inthe opinion of the Directors:
{4} the Financial statements and notes of the Company and of the conselidated entity are in accordance with the Corporelions Act 2001,
including:
(i) giving 2 true and fair view of the Company's and consolidated entity's finandal position as at: 31 Decemnber 2007 and of their
perforinance for the year ended on that date; and
(ii) complying with Accousnting Standaids and the Corporutions Regulations 2001; and

(b) there are reasonable giounds Lo believe that the Compary will be able to pay its debts as and when they becorme due and payable.

2. This declaration has been made after receiving the dectarations required to be made to the Directors in sccordance with section 295A of
the Corportivns Act 2087 for the financial year ensding 31 Devemnber 2007,

3. As atthe date of this declaration, there are reasonable grounds to belfeve Lhat the members of the Closed Group identified in note 37 will
be sble Lo meel any obligations; ar Labitities to which they are o may become subject, by virtue of the Deed of Crusy Guarantee betwenn
the Company ahid those members of the Closed Group pursuant to Class Order 98/1618,

Pated this 215t day of February 2004

©n behatf of the Board:

Y e Qe 2. 20-,

lirector Director
Adelaide ‘
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v

Auditor’s Independence Declaration
to the Directors of Santos Ltd

In relation to cur sudit of the financizl report of Santos Ltd far the Hnancial year ended 31 December 2007, to the best of my knowledge and
belief, there have hean no rontraventions of the auditor independence requiremerts of the lorporations Act 2001 or any applicable code of
professicnal conduct,

bk fouy

Ernst & Young RJ Curtin
Partner

Adelaide, Sauth Austoalia
21IFebruary 2008
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Independent Audit Report

TOTHE MEMBERS OF SANTOS LTD

Ws have audited the accompanying Financial report of Santos Ltd,
which comprises the balznce sheet as at 31 December 2007, and the
incoms statement, cash flow statement and statement of recognised
incoms and expensa for the year ended on that date, 3 summary of
significant accounting policies, other explanatory notes and the
diractors’ declas stion of the consulidated entity compiising the
commpatly and the ertities it controlled at the year’s end or fromtime
to time during the financiat year,

DIRECTORS' RESPONSIBILITY FOR THE FINANCIAL REPORT

Tha Directers of the company are rasponsibls for the preparation and
fair presentation of the financial report in accordance with the
Austrafian Accounting Standards {including the Australian
Accounting Intarpretaticns) and the Corperations Act 2001, This
rasponsibility includes establishing and maintaining internal controls
relevant to the preparation and fair presentation of the financial
report that is free from materizt misstatement, whether due te fraud
ar error; selecting and applying appropriate accounting policies; and
making accounting estimates that are reasonabls in the
dreumstances. [n note 1(A), the Directors alsa state that the
financial report, comprising the tinancial statemerts and notes
comply with International Fnancial Reporting Standards.

AUDITOR'S RESPONSIBILITY

Our responsibilily is to express an opinion an the financiaLreport
based an our audit, We conducted aur auditin accardance with
Australian Auditing Standards. These Auditing Standards require that
we comply with relevant ethical requirements retating to andit.
engagements and plan and perform the audit to obtain reasonable
assirance whether the Hinancalreport is free from material
misstatement,

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial report, The
procedures selected depend on our judgement, induding the
assessment of the risks of material misstatement of the financiat
report, whether due to fraud or error. In making thasa risk
assessments, we consider internal controls relevant to the entity’s
preparation and fair presentation of the finandal repertin order to
design audit procadures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectivaness
of tha entity's intarnal controls. An audit atso includes evaluating the
appropriateness of accounting policies used and the reasonablznass
of accounting estimatzs made by the Directors, as well as evaluating
tha overall presentation of the financial report.

Wa believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

INDEPENDENCE

In condncting our suditwe have met the independence requirements
of the Cerporctions Act 20011, We have given to the Directors of the
company a written Auditor’s Independence Declaration, signed on

21 February 2008. In addition to our audit of the finandal report, we
were engaged to undertaks the servires disclosed in the notes to the
financial statements. The provision of these services has notimpaired
our independenca.

ALUDITOR'S OPINION

In our epinion:
1. the financial report of Santos Lid is in accordance with the
Corporations Act 2001, including:
{i) giving a true and fair view of the financial position of Santos
Lid and the consolidated entity at 31 December 2007 and of
their performance for the year ended on that date; and
(i1} camplying with Austratian Accounting Standards (including
the Australian Accounting Interpretations) and the
Corporations Regulotions 2001,
2. the Financdial report alio complies with Internationat Firandat
Reporfing Standards as disclosed in note 1{(A).

AN

RJ Curtin
Partner

Ernst & Young

Adelaide
21 February 2008
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Securities exchange and shareholder information

Listed on Austratian Securities Exchange at. 20 Fehruary 2008 were 585,810,959 fully paid ardinary shares and 65,000,000 redeemable
convertitide preference shares, Unlisted were 46,500 partly paid Plan 0 shares, 41,500 parily paid Plan 2 shares, 400 fully paid ordinary shares
issued pursuant to the Santos Employee Share Purchase Plan (SESPP) for General EFmployee Participation, 75,746 fully paid ordinary shares
issued pursuant to SESPP for Senior Executive Long Term Encentive (171), 187,150 restricted fully paid ordinary shares issued pursuant to the
vesting of LT Share Arquisition Richts and 14,847 fully paid ordinary shares issued pursuant to the Non-executive Divactor Share Plan., There
were: 76,612 holders of ali classes of issued ordinary shares {including 6 holders of Ptan 0 shares; § halders of Plan 2 shares; 4 holders of
SESPP shares; and 13 holders of restricted shares) compared with 82,862 a year eardier; 14,455 holders of redeemable convertible preference
shiaves; and 46 holders of the 4,199,378 options granted pursuant to the Santos Executive Share Gption Plan and 68 holders of 1,123,400
Share Acquisition Rights,

The listed issued ordinary shares plus the ordinary shares issued pursuant Lo SESPP and the restricted ordinary shaves issuerd pursuant ta the
vesting of L1T Share Acquisition Rights represent all of the voting power in Santos, The holsSings of the 20 largest holders of ordinasy shares
represent 57.26% of the tolal voting pawer in Santos (last year 53.30%) and the heldings of the 20 Largest. holders of redeemable convertible
preference shares represent 36.37% of the issued redeemabls convertible preference shares.

The 20 largest shareholders of fully paid ordinary shares in Santos as showri in the Company's Reqister of Members at 29 February 2008 were:

Hame Number of fully paid ordinary shares %
National Nominess Limited 42,999,815 15.88
HSBC Custody Nominees (Australia) Limited 76,495,136 13.06
JP Morgan Nominees Austratia Limited 57.481,193 9.81
ANZ Nominees Limited {Cash Income Afc) 32,294,311 5.51
Citicorp Nominees Pty Limited 13,668,014 3.36
ANZ Nominees Limited (Income Refrvest Plan A/c) 16,028,265 2.74
Cogent Nominees Ply Limited 6,098,512 1.04
Austratian Foundation Investment Company Limited 4,483,189 .77
HSBC Custody Naminees (Australia) Lindted - Afc 2 4,481,300 0.76
AMP Life Limited 4,231,941 0.72
#r John Charles Filice-Flint 3,000,000 0.51
Arge Investments Limited 2,650,000 0.45
HSBC Custody Nominees {(Australia} Limited - GS] £€54 2,467,289 0.4?
RBC Dexia Investor Services Australia Nominces Pty Limited 2,435,913 0.42
(IHS Nominees Pty tid £.233,973 Q.38
QGueznsiand investment Corporation 2,070,053 0.35
Merriti Lynch {Austratia} Nominees Ply Limited 1,794,358 ¢.31
Djerriwarrh Iavestments Limited 1,664,915 0.28
Cogent Norminees Piy Limited {SMP Accounts) 1,618,848 0.28
Austratian Reward Investment Alliance 1,230,630 0.21
Total 335,435,735 57.26

ANALYSIS OF SHARES - RANGE OF SHARES HELD

Redecmable
Fully paid convertible
ordinary % of preference % of
shares % of shares shares % of shares
(holders) holders held (holders) holders held
1-1.000 29,062 37.84 2.2 13,589 96.77 45.55
1,001 - 5,000 33,083 49,58 15.33 412 2.85 13.3%
5.001 - 10,000 5,380 8.30 7.76 & 0.19 3.2¢
10,001 - 100,000 3,158 411 11.12 21 0.5 10.71
100,001 and over . 129 0.17 63.07 4] 0.04 2713
Total 76,812 100.00 100.00 14,455 100.00 100.00
Less thana matketable pascel of $500 1,278 8
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The 20 fargest shareholders of redeemable convertible preference shares in Santos as shown in the Company's Register of Members at

29 February 2008 were:

Number of redeemable
Name convertible preference shares %
JP Morgan Nominees Australia Limited 761,487 12.69
HSBC Custody Nominees (Australia) Limited 209,030 3.48
ANZ Nominees Limited {Cash [ncome A/c) 188,549 314
RBC Dexia Investor Services Australia Nominees Pty Limited {GSENEP A/C) 179,304 2.99
Australian Feundation Investment Company Limited 175,006 2.92
Coygent: Norainees Ply Limited (SMP Accounts) 114,634 193
UBS Wealth Management Australia Nominees Pty Ltd 76,192 127
Hastings Funds Management Umited {Hasting Yield Fund Afc) 70,000 1.17
M f Custodians Ltd 68,562 1.14
RBC Dexia Irvestor Services Australia Nominees Ply Limited (MLCTA/C) 57,169 0.96
Gotdman Sachs JBWere Capitat Maskets Ltd (Hybrid Porifalio Afc) 46,241 0.77
Citicorp Nominees Pty Limited 42,861 .71
(luestor Finandial Serivees Limited {TPS RF A/c) 35,999 0.69
Cambooya Pty Limited 29,65¢C 0.50
Cogent Nominess Pty Eimiterd 27,337 0.46
Austratian Executor Trustees Limitad (Mo 1 Account) 22,618 0.38
fenritl Lynch {(Australia) Nominees Piy Limited 0,200 .34
Argo Invastments Limited 20,040 .33
Tallen Pty L.td 20,000 0.33
ANZ Trustees Limited {Franked Income CF1 Afc) 16,885 Q.28
Total 2,182,227 36.37

Substantial Shareholders, as at 20 February 2008, as disclosed by notices recaived by the Company:

Name

Ne of voting shares held

Barciays Global fivestors Australia {imited

43,275,139

for Directors’ Shareheldings see the Directors’ Statutory Report as sel out on page 51 of this Annual Report.

VOTING RIGHTS

Every member present in person or by an attorney, a proxy or a regresentative shallon a show of hands, have one vate and upen a poll, one
vote for every fully paid oidinary share held. Pursuant to the Rules of the Santos Executive Share Plan, Pla:  and Plan 9 shares do not carsy
any voting rights except on 3 proposal to vary the rights attached to Plan shares,

Holders of redeemable convertible preference shares (Preferance Shares) do nat have voting rights at any general meeting of the company

exceplin bhe following croemstances:
(a) ona proposal:
(1) to reduce the share capital of the Company;
(2) thataffects rights attached to Lhe Preference Shares;

(3) to wind up the Company; or

{4) for the disposal of the whole of the property, business and undertaking of the Company;

{b) on a resolution to approve the terms of a buy-back sgreement;

{c) during s period in which a dividend or part of a dividend o the Preferance Shares is in arrears; or

{d} during the winding up of the Company.
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Glossary

AIFRS

Australian equivalents to International
finandat Reporting Standards.

BARREL/LLE

‘The standard ynit of measurement, for
all production and sales, One barrel -
159 titres or 35 imperial gatlons.

bl

Billion cubic feet, 3 biljon definad as 10°,
on average 1 bef of sales gas = 1.055 P,

boe

Bariels of oil equivalent. The facter
used by Santos to convert volumes
of diffejent hydrocarbon production
to bar rels of oil equivatent,

bopd

Basrels of oil per day,

THE COMPANY OR SANTOS
Santos Lid and its subsidiaries,
CONDENSATE

A natural gas Uguid that accurs in association
with natural gas and is mainly comprosed of
propane, butane, pentane and heavier
hydracarbon fractions.

CONTINGENT RESOURCES

Those guantities of tiydrocarbons which are
astimated, on a given date, to be potentially
recovarable from known accumulations, but
which are not currentty considared to be
commercially recoverabla, Contingent
resources may be of a significant size,

but still have constraints to development.
These constraints, preventing the booking
of reservaes, may refate to lack of gas
marketing arrangements or to technical,
erviromierntal or political barriers,

CRUDE QIL

A genarpl term for unrefined tiquid petroleum
or hydrocarbons.

CULTURAL HERITAGE

Detinitions of cuttural heritage are highly
varted. Cultural feritage can be considered
to include praperty {'things’ such as
landscapes, places, stivctures, aitefacts and
archives) or a social, intellectual or spirffual
inheritance.

DELINEATION WELL

Comprises two categories: near-field
exploration walls and appraisal wells,
Near-field exploration wells are wells located
near existing tields/discoverias and have a
higher expectation of success than wildcat
exploration wells. These wells test.
independent structures ar traps and have

a higher risk of failure than appraisal or
development wells, An appraisal well is
awell drilted for the purpose of identifying
extensions to known fields or discoveries.

DEVELOPMENT WELL

Wells designed to produce hydrocarbons from
a gas or oil field within a proven productive
reservoir defined by exploration or appraisal
drilling.

EBIT

Earmings before interest and tax.

EBITDAX

farnings before interast, tax, depreciation,
depletion, exploration and impairment,

EXPLORATION

Dritling, seismic or technical studies
undertaken to identify and evaluats regions
or prospects with tha potential to contain
hydrocarbons.

FINDING COST PER BARREL
OF Ot EQUIVALENT

Expleration and delineation expenditure
per annum divided by reserve additions
net of acquisitions aned divestments.

GEOSCIENCE

Scientific disciplines related to the study
of the earth,

GREENHOUSE EFFECT

The trapping of heal by certain gases
in the earth's atmosphere in the same
way that the glass in a greenhouse
prevents heat fiom escaping and warms
its internal envivonment.

GREENHQUSE GAS

A gas that contributes to the greenhouse
«ffect by absorbing infrared radiation.

HYDROCARBONS

Solid, iquid or gas compoinds of the
elements hydrogen and carbon,

IFRS

International Financiat Reporting Standards,

LIQUIDS

A sales praduct in Gguid form praduced as a
result of further processing by the onshore
ptant; for example, condansate and LPG.

LNG
Ligquefied naturat gas.
LPG

Liquefied petroteum gas, the name given
to propane and butane in their iquid state.

MARKET CAPITALISATION

A measurement of 4 company’s stock market
value at a given date, Market capitatisation is
calculated as the nuinber of shares onissve
raueltiplied by the closing share price on that
given date,

mbbl
Thousand barrels.
MEAN RESOURCE POTENTIAL

The averarje of the 1ange of recoverabls
resiulces.

mmbbl
taittion barrels,

mmboe

Million barrels of oil equivalent.
mmscfid

Mithion standard cubic fest per day.
NETBACK

Total product sales revenue less
operating costs {namely production
costs, tariffs/tolls, royalties, PRRT
and gas puichases and movementin
stock), Nethack per boe js netback
divided by total ssles volumes,

OIL

A wmixture of liguid bydrocarhons of different
molecular weighits,
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PETROLEUM LIQUIDS

€rude oil, condensate, or its derivative
naphtha, and the tiquefiad petroleum
gases propane and butane,

Pl

Patajoules are the metric measurement
urit for eneirgy. A petajoule is equal to
1 joute x 10™, The equivatent imperial
measure to joules is British Thermat
Units (BTU). One kilojoule = 0.9478 BTY.

PROVEN RESERVES (IP)

Praven reserves {1P) are those reserves
that, to 3 high degree of certainty (30%
confidence}, are recoverable. Therais
telatively bttle 1isk associated with these
reserves, Proven developed reserves are
reserves Lhat can be recovered from exdsting
walls with existing infrastructure and
aparating methods. Proven undeveloped
reserves require development.

PROVEN PLUS PROBASBLE
RESERVES (2P}

Praven plis Probable reserves (2P} ata those
1eserves that analysis of geclegical and
engineering data suggests are more likely
than not to be recoverable. There is at least
a 50% probability that reserves recovered
witl exceed Proven plus Probable reserves.

PROVEN, PROBABLE PLUS
POSSIBLE RESERVES (3P)

Praven, Probable plrs Possible reserves (3P)
are those reserves that, to a low degree of
certainty (10% ranfidence}, are recoverabte.
Theie is relatively high risk associated with
these raserves,

PSC

froduction sharing contract.

RESERVE REPLACEMENT COST
PER BARREL OF CIL EQUIVALENT

Exploration, defineation and develupient
expendilure per annum divided by reserve
additions net of acguisitions and divestments.
Developmentineludes all development and
fixed assat expendituie net of stay-in-
business and corporate capital expenditure.

L1
RESERVE REPLACEMENT RATIO

Reserves added during the reparting period
divided by the production over the same
periad, reported as a parcentage.

RESQURCE POTENTIAL

Resource potential refers Lo those guantities
of peticleum yet to be discovered. It may
refer to single cpporturities or a group

of opparturities.

ROAE

Return on average equity.

ROACE

Return on average capital employed.
SEISMIC SURVEY

Data used to qain an understanding
of rock farmations beneath the earth’s
surfazre using reitected sound waves.

tcf
Trillion cubic feet,
T)

Tarajoules are the metric measurement;
imit, for energy. A terajouleis equalto
1 joule » 107,

TOTAL RECORDABLE CASE
FREQUENCY RATE (TRCFR)

A statisticat measure of safety performance.
Total recordable case frequency rate is
calculatad as the total numbar of recordable
cases (medical treatment injuries and last
time injuries} per milien hours worked.

A lost time injury is a work-related injury
orillness that resulls, or would result, in

# permanent. disability or time lost of one
complete shift or day or more any time after
the injury or itiness. A medical reatment.
injury is @ work-refated injuiy or iliness,
other than a lost time injury, whese the
injury s serfous encugh to reguire more
than minor First aid breatment, Santos
classifies injuries that result in modified
dutias as medical treatment injuries.

WILDCAT EXPLORATION

Expinration wells testing new play concepts
aor structures distanced from current fields,

CONVYERSION

crude oil 3 barrel= 1 bee

sales gas 1 petajoule = 171,937 boe
tondensate/naphtha 1 barrel - 06.935 boe
LPG 1 tonne = 8.458 hoe

For a comprahansive ontine conversion

caliulator tool, visit the Santos websile,
wyiv,santos.com.

PAPER AND PRINTING OF THE
ANNUAL REPORT

This reportis printed on Monza Recycled and
Ozone Offset paper, which contains elemental
chinrine-free (FCF) recycled fibre and fibre
from sustainable plantation forests,

The puper is certified by the Forest
Stewardship Council (FSC}, which
promotas environmentaily appiopriate,
sccially beneficial, and economically
vigble management of the world's furests.

The report was printed by Vega Prass, ans

of a small rumber of printers in Austraiia
cartifiod by the 750 to conbinua the chain of
custody when printing on FC-certified paper.
Yeaa Press is certified for ISO 14001:2004
{Environments! Management Systems).

The printing process uses digital printing
plates which eliminate fibn and associated
chemicals, The vegelable-based inks usa
renewable sources such as flax, rather than
the traditional mineral oils which emit higher
volumes of greanhouse gases.

Predurt {rom wel-
Tores qoap 5

treliad
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Information for shareholders

NOTICE OF MEETING

The Annual General Meeting of 5antos Ltd will be held in the Festivat
Theatrs at Adelaide Festival Centre, King Wilkam Road, Adelaide, South
Australia on Friday 2 May 2008 at 10:00 am.

FINAL DIVIDEND

The 2007 final ordinary dividend will be paid on 31 March 2008 Lo
shareholdens registered in the books uf the Company at Lthe close of
business on 3 March 2008 in respect of fully paid shares lield at record
date.

SECURITIES EXCHANGE LISTING

Saulos Lid. Incorporated in Adetaide, South Australia, on 18 March 1954,
Quoter on the afficial list of the Australian Securitfes Exchange (ordinary
shares code STO; FUELS code STOPB).

AMERICAN DEPOSITORY RECEIPTS

Santos American Depository Receipts are fesued by Citibank, N.A. and
are tisted on NASDAQ (code STOSY).

DIRECTORS

S Gerlach {Chairman}, J € Fllice-Ftint (Managing Director). K € Bords,
K A Dean, R A Franklin, R M Harding, J Sioan.

SECRETARY
J 1, Baulderstone
CHANGE OF SHAREHOLDER DETAILS

Issuer Spansered Shareholders wishing to update their details must notify
the Share Registrar in writing. The: relevant shareholder forms can be
obtained from the Share Registrar or via the Investor Centre on the $antos
wabsite, www.santos.com.

Forms are available to advise the Company of changes relating to change
of address, direct, crediting of dividends, Tax File Number and Australian
Business Number, Annual Report and Sustainability Report mailing
preferences and Dividend Reinvestment Plan partdcipation.

INVESTOR INFORMATION AND SERYICES
SANTOS WEBSITE

A wide range of information for [nvestors s avallable from Sanlos’
webslta, www.santos.com, Tneluding Annual Reports, Full Year and Interim
Reports and Presentations, News Announcements, Quarterly Activities
Reports and Current Well Information.

Comprehensive archives of these materials dating back to 1997 are
avatlable an the Santos website,

Othier investor infornation available on the Santos website includes:
»  webeasty of investor briefings;

*  an emaill alert facllity whare peopli: can register to be notified, tree
of charqe, of Santos” News Announcements via email; and

* AN RSS feed of Santos” News Announcements, which allows people
toview these announcermnents using RSS reader software.

The Santos website pravides shareholder forms Lo help shareholders
manage their holdings, as well 8s 8 full history of Santos' dividend
payiments and equily issues, Sharehalders can also check their hotdings
and payment history in the secure View Shareholding section.

Santos” website also provides an online Conversion Caleulator, which
instantly computes equivalentvalues of the mast common wnlts of
measurement, in the oil and gas Industry.

PUBLICATIONS

The Annusi Report, First-Half Report and the Sustainabilily Report are the
major sources of printed information about Santus. A brief Shareholder
Update was mailed Lo shareholders who had not elected to receive & 2007
Annual Report. Printed copies of the reports are available from the Share
Register or Investor Relations.

SHAREHOLDER ENQUIRIES

Enguiries about. sharehioldings should he directed to:

Sharn Register, Sanios Ltd, GPQ Bost 2455,
Adelaide, South Australia 5001.
Telephone: 08 8116 000,

Email: share.register@santos.com

Investorinformation, othar than that relating to a sharehalding,
can be obtained from:

Javestor Relatinns, Santos Lird, GPO Box 2455,
Adefaide, South Anstralla 5001,

Telephone: 08 8116 000.

Einait investorrelaticns@santos.com

Eleclronic enquiries can alsa be submitted through the Contact Us section
of the Santos wobsite, wwvesantos.com.

SHAREHOLDERS' CALENDAR

2007 Full Year Resubts announrement,
Ex-dividend date for 2007 full year dividend

71 Fehruary 2008
26 February 2008

Record date for 2007 full year dividend 3 March 2008
Payment date for 2007 full year dividend 31 March 2008
Annual General #eeting 2 May 2008

2008 Interim Results announcement
Ex-dividend date for 2008 interim dividend
Record date for 2008 interim dividend
Payment date for 2008 interim dividend
Fult year end

21 August 2008
27 August 2008

2 September 2008
30 September 2008
3t December 2008

QUARTERLY REPORTING CALENDAR

2008 First. Quarter Activities Report, 23 April 2008
2008 Second Quarter Activities Report 24 July 2008
2008 Third Quartier Activities Report, 23 Gctober 2008
2008 Fourth Quarter Activities Repurt 22 lanuary 2009
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bnvraxlucing Jemes
Company profile and history, and an overview
of Santos vision, strateqy and values,

: &
Managing Director John Etfice Flint discusses
Santos’ sustainzhility per forsance during 2007,

VRN S CRENADIHDY Qv

The world of Santos &

tocations of Sartos” global exploration,
develzoment and production activities.

LY MmmasiIameant

2 b} o &

The 24 sustainatility indicators against which

Santes measures its performance and 2007 results.
rainabiliny Improwenany

P8

How Santns” management of sustainshitity is

malurig and inteqgrating ime business functions.

xplormion {1

Deoavloprann 14

Fecus o indonesis 33
Community developrrierd: progsaims and
stakeholder consultation in Cast Java.

T LL L TR e ST cenendon THR
LUK RS, CUnUTareal and Leopie 8

Oawgrnanea 37
Policies and systems to ensure
Santtos is well managed.

Casmnunivy 34

Comnmunity programs, stakeholder
engagemert and indigenous partnerships.
T people 32

Pregrams that develop employees

and buitd culture and commitment.

Peakbh and safery 34
l{ealth programs and safety
performance.
Poous on ciimate change
Chimate change strategies,
emissions reparting and
Moomba Carbon Storage project.
\\ R b IPERCAAR ndex 39
HT—_—=s’ \ Crass-references of this report to
\\\§\\\:\§\§\\Q‘Q\\\\\:\\\\ RN intarnational reporting guidelines,
@\\‘&Q NI N DER Glograry 40
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" prepating for what you think

wviflsp Lhe toods i place to deal

» Australian Petroleuarn Production and Exploraton Association
Environrnent fiward recognised Santos’ five year research
parwnership into the refationship between whales and
seisrreg activity,

RS R TR » Santos joined eight other ieading companies, laiown as the
@\" N Ry RRT \“§§\§\\\\\\\ Australian Busint:ss & Chirnate Ggrou_::v. io publish a report
SRR \ X w{%\\ caliing for an urgsnt stratogy on low emission techroiogy
2 ,“ ?&%ﬁ 3 _-z’;‘ B R ;\k\ﬁ%‘{g\i{\k\ 10 help reduce greenhouse grs omissions
w&w\%\‘\ SRR \ll
R ‘\“\\\ = lLed by Santos employees and conbaciors, and joined
] i\\' \\}@\Q%\.\ Ry byy S::ms asd thep'\'gﬂper Basin community, mcjare than
TR F100L00 was rsised lor the Foyal Flying Doctor Service.

LN\

CCommunity

* Santos funded revegetation projzcts through its sponsorship
program, inciuging the Timboon ermbankment restoration
inVictoria and the Gur Fatch program on the River Torrens,
Adelaide,

Qur people

X . ‘ : -
N R 3 \ ¥ Employes participation n the cornpanys angoing heaith
IR N check program increased by [958, in 2007 this highty successful

AN ‘_ \\\\‘ > R {\\
\\.\\\“‘\\i\\\\ o : prograrm facused on puirition, health 2rd weight loss.

» Santcs won four of the cix categories at the Self Insizrers
of South Australia safety awards and tws awarde at the
Sate Wiaric SA awards, inciuding Empicyer of the “tear.

Seonomic

* The South Austraiian Government repealed fegisiation
restricting any one chareholder from having mere than
5% of Santos' shares, enharcing the company's ability
to parsue its growth strategy,

» Announcement of the proposed $7 bilion Gladstons LNG
project - a transforrnaticnal project for Senios — sgnalied
further devefopmant of Qusensiand coal seam zas fields.

Ghin Ellice Flint
Managing Director

13 Marcdi 2008

CLod
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Santos' frarmework for suztainabiity provides Intzrnatonal Petroleurn industry

a rorsprebensive information celivction and Environmental Conservalion Association

£2p anaiysis management ool for each of (IPIECA ard Amerscan Petrokzum

the 24 sustainability indicators eulined in Institute {API) reporting gukdance

the performance scorecard, (se index on pags 393,

Samtos' 24 sustainabilty indicators are Ter sesess perivrmrance for each of these

based an the Global Reporting Intiatae indizators Santos has mmplemented a

{GRIY G2 reporiing guidelines and the 13- rating szale, which measures
the quality of systerrs and performarnce.

m‘mmmmmw

Sartes commmssioned RPS Ecos to review
the 2007 sostainabilty scores. APS Scos
detarmined that the scores were anpropriate
and consistent with Santos' methodoksgy

(see page 4| for further verifcation inforsration).

Favironment

' i

o n} :

- Governance and policy

= Haalth and wellbaing

- Satety
- Varkforce capahiiity

= Workforen composition,

caltuse amt commilmant,

- Werkforse remeneiation and benefits
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sustainability improvement

Santos’ continued focus on sustainability
resulted in a 10% improvement to the
company’s sustainability scorecard in
2007. thzasurable improvements included:

+  awetl-structured snd inclusive
health and wellbeing program:

»  astrategic approach to climate
change management;

* improved governance systems including
the publication of the Human Rights
Policy and the How Santos Works
matagement system; and

+  ecanomic and ervironmental efficiencies
in supply chain management.

A major disappointment in 2007 was

the Moonie to Brisbane pipeline oil spills.
Santos recogrises its responsibility to
the ervirenment and will continue to
strive for excellence in this regaid.

Santos views sustainability not as an absolute
but 25 a spactrum of progress that requires
ronsiderable focus to maintain performance.
This is particularly chattenging for an industry
such as oil and gas, winch operates complex
plant and equipment across 8 wide variety of
envirormenis and cultures,

P
LIS

P Tare

3N
KL RPN

e B

S3ntos has in place 4 suite of systems and
procedures to manage risks. These systems
also ensure the company is prepared to
respond to incidents to minimise potential
impacts. An assessment using sustainability
indicators beyond traditional economic
measures heips Santes to continue to dentify
areas for improvemant,

Santas approzches sustainability in a way Lhat
integrates these principles into its business
activities. Therefore the Sustainability Repoit
is structured in line with Santos’ functional
organisational madel {(shown on page 9)
rather than as 8 generic envirenmental

and social report,

The comprehensive sustainability performance
scorecard on page 7 and the anvironmental
efficiency cycle on page 9 itlustrate Sanos’
progress in integrating sustainability
thhoughout the orqarisation.

With progressive Sustainability Reports,

the maturity of Santos’” monitering and
measuremert for each sustainabitity indicator
continues to improve and, where practical,
Santos has inctuded more data and
performance meatrics.

Sawvtos searasard
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VWhi is exploravhent

Santos’ geosclentists apply sophisticated
mapping techmiques ta search for ciland gas
thousands of metres below the esrth’s surface,

Seismic surveys travarse vast areas of land
transmitting soend waves undergsound which
are refractod (bouncad) back to recording
equipment that collects these waves at the
surface. The degree of refraction or reflection
enables geologists to mep the below-qround
rock strata and locate potential oil 3nd gas
accumulations,

Using this mapping, Santos identifies the
hast location for drilling exploration wells,
Unfortunately not att wells locate commercial
quantities of hydracarbons, and water and
other gases such as C: are slso encountered.

o minimise the impact, of sefsmic and diitling
activities on the environment and culturat
heritage af the areas in which it operates,
Santos employs stringent practicas such as:

= conducting environmental and
sncial impact assessments;

= employing indigenous cultural heritage
maonitors on seismic surveys to avoid
impact to areas of cultural significance:

»  rouking seismic surveys aiound
significant vegetation; and

*  using newer compsct drill rigs which
require a smaller area of land to be
disturbed.

T LRl o explorauion

To meet its long-term develnpment
objectives, Santos has balanced its
exploration portfolio through a combinatinn
of new acreage awards, acquisitions and
revisiting opportunities in its existing
portfolio of explorabon permits.

Key areas of growth have been via new
acreage in the Gtway, Sorell, Houtman,
Browse and Bonaparte Basins, offshore
Australia; offshore East Javs and Kalimantan
in Indonesia; of fshore Vietnam and India;
onshore and offshore Bangladesh and

£qypt; and Kyrgyzstan.

In 2007 Sanlos focused on near-feld
exploration and appraisal of recent
successes, Ten exploration wells were
drilled, with oil as the principal targat.

Santos” exploration portfolio s constantly
being optimised znd may vary as a resuit. of
drilling outcomes, new prospacts maturing
and rig avaiiability. The latest data on the
company’s dritlling activities are provided
on the Santos website www.santos.com.

H

< are Mustraiiy

Santes continves to pursue its offshore
Australian exploration program and has
steadily built its reputation in this 1egion.
This is based on strong consultation
programs with local industries such

as fishing industries, partnership with
Australisn universities to further marine
studies, good working relationship with
requlators and extensive collaboration
with exploration contractors,
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8 Offshore Austratis 54.6
& Onshore Austrtiz 4.1
| Indoneshy 228
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Santos” marine management efforts wera
recognised with the receipt of the 2007
APPEA environmentat award, which rewarded
Santos for its contribution to whale research.

Sourh Bast Ania oo

Exploration personnel are often Suntos” first
faca in the community, so the company's
consultation programs are evolving as Santos
expands its activitieg in Australia and Asia.

Santos works closely with regulators and
rommunities to identify local issues and
agree on practicable work plans and
appravais. The high standard of Australian
consulttation, regulation and industry work
practices is often recognised as an asset in
this region and Santos seeks to maintain
and improve this reprtation,

Santos balances industry experence with
local knowledge by engaging external affairs
managers from the country in which it s
operating and bringing considerable ndustry
experience to these project teams. This helps
build capacity in these developing countries.

During 20607 Santos completed furthier
seismic exploration in its Indonesian and
Vietnam acreage. Data collected from these
surveys vl be analysed to idantify future
woi k programs & Jevelopment options
for Santos.

Claghars talmic in Kyrpyasaen
L

Santes has ohtained a working interest.
in 23 exploration permits in Kyrgyestan.

Santos will sole fund and operate 3 phased
work program aver a period of approximately
four years to earn the working interests.
Many of the licenceas are tocated in the

Fargans Basin. The basin, which extends
across parts of Kyrgyestan and into
Uzbekistan and Tajikistanis, in part, similar
ko the prolific hydrocarbon province of the
Tarim and Junggar Basins in western China,
vihich contain many large flelds,

The Fergana Basin covers an ares of 63,000
square kilometres and has been producing
hydrocarbons since the early 1900s.
Cumulaiive discovered reserves from 5B Tietds
are estimated {o heinexcess of 1.2 bitkion
barrels of oit and 5.5 trillion cubic feet

of gas, with cumulative production io date

of more than 600 niillion barrels,

Santos commenced a seisrmic exploration
praogram in 2007 and data from this program
will be used to Firm up prospects and leads
for driliing.

Crowing podtion s indin and Bengheded
Santos has secured two offshore deep water
exploration Ucences in the Bay of Bengal,
India, vith 2 commitment to an eight-year
approximately A%90 mitlion work piogram,
These bwo prospective exptoration blocks
provide the company with a significant
offshnre exploration oppartunity in

a frontier basin,

Saulkos has also acguiied various assets
in Bangladesh, including a 37.5% interest
inthe Sangu gas field and a portfolio of
axploration acreage.

Santos” move into this region is in line
with the compary's strategy to engagein

-a focused exploration program in Asia. The

Annuat Report provides more detail on the
company’s strategy.
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Santos” growth into new countries requiras
its employees to he well prepared for
different cultures’ customs, valies and
expectations, and to be sensitive to how
their own conduct affects local communities.

Trmployns wavel sacurny

In 2007 Santos launched a travel
management system to manage the safety
and sacurity of employees’ internationat
travel. The system is designed to:

»  ensure all employees receive
destination-spacific advice about
health, safety, security and cultuze
before international travel;

»  track employees’ tiavel logation
using the intarnet or telephone; and

= respond effactively to an emergency
hy having vitalinformation available
via the internet,

BTN AN RIVERENT UGDR

An impartant aspect of Santos’ risk
management and governance practices
is having in place a robust and workable
crisis or emeigency management plan.

this is relevant not only for existing
operations but 2lso when expanding
into new exploration frontiers,

Santos has a company-vAda incident
management plan that outlines and
defines roles and rasponsibilities for
personnel ai all evels in the company

in the event of an emergency or incident.

This plan was expanded during 2007 from
@ focus an operational incidents to also
include issues that might be encountered
when entering new regions; for example,
natural disastars or politicst unrest,

While the chance of sech incidents oceursing
is very rare, it is vital that such ptans are in
place and tested and reviewed reqularly.

TIMNE NPl

Ny RCY

Santos continues to identify and manarge
risks relating to new areas of operation.

One potential emergency that Santos
prepared for during 2007 was the outbreak
of a virulent disease: a pandemic. Santos
has a full set of procedures and policies to
manage tha effect on the company of such
snoutbreak,

Santoes alse conducted 2 business impact
assessment to understand the effact on
husiness operations, address retiahility
of supply and minimise the impacton
personnel, the community, customers,
governments and sharzholders.
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Once Santos” exploration team has discovared
oilor gas in sufficient quantity and quality,
the development team then determines

the best way to develop this rescurce.

The development stage is the crucisl

link betvezen exptoration and production. .
It involves enyineering teams appraising
ydracarbosn reserves and designing
development optivns which can include
otfshore platforms, onshare processing
plants, pipelines and support facilities.

Santos skrives to minimise the ameount of
time taken ko bring an oil or gas discovary te
market, The smooth and effident develupment
of a project is achieved through early
consultation wilh stakeholders - including
tocal communities end government - and

the careful management of environmentst
impacts. This also ensures Santos is

welcome in the commmunity in the future.

‘the devetopment team also tonducts
appraisal drilfing to determine the size

srnf characteristics of an oilor gas discovery
and Held developmant drilling to maxinnse
the amount of hydiocarbuns recovered

from producing fields.

Ve re

Santos radesigned its drill cuttings pits
in 2007 Lo aliow water from drill cuttings
to be recycled from the sump.

Waleris used in the drilling fluid that
lubricates the drill hole, cools the drili bif and
maintains pressure in the hela. Drill cuttings,

a3 mixture of this drilling fluid and rock
Fagments from the drilled hole, had pravicusly
been discharged to an evaporation pond.

As a result of this innovation, the volume
of water needed to drill a typical Cooper
Basin gas well has been reduced by
approximately Y0%.

Managing drilling fluid on offshore rigs
is even more challenging dus to space
constraints, transpartation Umitations
and additional safety considerations.

During the Mutineer-Exeter drilling program
in 2007, Santos installed a cuttings difer
anto the drill rig to reduce the discharge

of synthetic drilling fluid to an average

of 5% of cverall driling cuttings, half

the requlatory compliance amourt.

Ssntos implemented a comprehensive
training program for personnel on the riy
and support vessels and also audited the
entire system from the drilling fluid plant
at the shore base through to handling on
tha rig to ensure the safety of parsonnal
and to minimise the risk of spills.

Safety was further improved on the Mutinesr-
Exeter program by introducing avtomated
pipe handling - 4 concept Sanlos pivneered
for onshore Australia at the Cooper Basin

il Project - which eliminstes the physical
handling of dritling pipes and thereby
reduces the risk of hand and finger injuvies,

poae
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A similar approach applied through the
enhanced il recaovery program delivered
environmental and production benafits
during 2007, Enhanced oil recovery involves
injecting fluids back into an ofl well as the
production rate tapess off to help push

tha remaining ol out of the reservoir.

Santos reuses the water produced from
the well that is comingled with the oil.
that comes to the surface - essentially
recycling the water and returning it to
where it has come from while extracting
the oil for production.

This reduces the need for evaporation
poids, relurns the produced water Lo the
underground reservoir and reducas waste,
while providing the added benefit of
increased oil production,

SOPRTEACS i

Santos has introduced several initiatives

to reduce disturbance from drilling, including
using drilling rigs which require smaller pads
and tess periphery requirements such as large
areas for trucks to manceuvra.

Further to this, dritling mud pits and disposal
pits have beenieptaced by purtable tanks
whiich allow for recyeling and reduces the
uverall footprint,

Santos has further reduced land disturbance
through aninnovative redesign of drilling
pads to integrate several well leases into gne
pad. Using this technique, Santos can drill
four wells fiom the same pad, which has
reducad the overall area disturbed by $8%.

This not only reduces the area needed for
drilling, but also reduces the number of
pipetine corridors and access tracks required.

The flaring, or burning, of hydrocartons
i5 A necessary safety procedure on wells
when the hydrocarbens can't be debvered
to 8 storage Facility or pipeline.

Santos developed a technique in 2007 which
significantly reduced the need for flaring

at the Mutineer-Exeter floating production,
storage and of ftake (FP50) facility during
well clean-up operaticns.

In the past, well cdlean-ups used a drilling
flnid that needed to be Hared from the
dritting 1ig. Thanks to the introduction of
2 clean’ trine completion fluid, this floid
can now be handlad by the FPSO.

This eliminates Lthe fatlout or smoke
ennissicns that could possibly occur during a
typical cix-hour well clean-up. Flaring during
the Mutineer-Exeter clean-ups has been
reduced 20 a slow one-hour displacement

of reservoir fluids which also improves safety
by minimising the amount of expasure

to produstion flsids by rig personnel.

Saler aned myare cltonent Sewline walding
Pipelines and flowlines ave an integral part -
of oiland gas field operstions with hundreds
of kilometres being laid each year, As part

of a continual drive to find safer and more
efficient ways to lay flowlinies, Santos has
started using a new piece of equipment to
weld and lay flowlines for the Fairview coal

seam gas field in Queensiand.

The Fastfusion welding machine, tha first
in Australia, vequires only two operators,
can weld more Joints per day and operatas
on a smatler footprint, reducing the impact.
to the environment.

il nad bweed disterbanaa

Bandard G pada g
No of wells 1 4
Dritl pad dimensions 110 mx65m 10 mx65mx4 I7Cmx70mx i
Hard stand area 2,800m 11,200 m* 5,200 m
Total dritl pad @122 7150w 28,600 m* 11,900 m*

A
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Safoty has also improved because the
machine requires negligible marnal bandling
of the pipe which reduces the risk of hand
and finger injuries to workers. Hhe other
qood riaws for welders is that they now

work frun an air-conditicned cabin,

N ; R

Santus hes commissioned new mobile camps
during 2007 to improve conditions for peaple
working at remete lecations in the Cooper
Basin away from the main camps at Moomba
and Batlora.

The camps, which are fully selfcontained
with standalone power generation, water
storage and sewerage treatment plarnts,
have a robust skid-mounted design which
makes them capable of being mioved within
24 hours withonut the need for cranes,

The updated standard for these mobile camps
now includes single-person sleeping cahins
with wireless internet capability, shared

en suite hathrooms, a gymnasinm with a
variety of weight and acrobic equipment,
first aid, recieation and theatre rooms.

Carvetul attention has also heen given to
establishing a catering and camp management
contract that best supports the needs anrl
requirements of the camp occupants.,

As well as detivering = well-receivad boost
to morale for personnel, tha camps occupy
{esy land, and use less water and enerqgy.

Wamp

One of the maost environmentally chatiznging
activities for Santos in 2007 was a seismic
exploration program in the sensitive
Embarka Swamp.

The lignum swamp is a part of the extender
Coongie Lakes wetlands system within the
extensive Cooper Creek Catchment which
ultimatety flows into Lake Eyre. The area
abuts the Coongie Lakes National Park -

an area which the company was instrumental
in having declared a National Park in 2006,

tn arder to undertake the 271 kilometre
seisrmic program, Santos adepted spediat
aperating procedures designed to further
minimise environmental disturbance.

Santes aligned the survey to avald areas
of dense vegetation, weaved the survay
line around significant species and used a
hydroaxe to clear vegztation. The hydroaxa
vequired a naviower easement than
traditional methods and created a clean
cut above the ground surface 1o enable
rapid regeneration from the rootstock.

Santos continues to work closely with
representatives rom the South Australisn
Department of Primary Industries and
Resources. with the regulators conducting
a thorough pre-audit program, site
inspection during the survey and will
include a close-out audit, with outstanding
items to be addressed by Sartos.
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The operations team is responsible for
preducing and progessing Santos’ petroleum
resources for delivery to customers, Natural
gas and liquids are coltected from walls via

a series of fowlines, which transport the
preduct to majar patroleum plants or smaller
satellite facilities for processing.

Santos strives to be a safe, responsible and
efficient operator, maintaining the reliability
of preduct supply 1o its customers.

-
B
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A key objective, encapsulaterd in the
cnpany’s Environmentat Vision “We will
tighten Lhe footprint of our activities’,

is to minimise environmental distur bance
and conserve biodiversity values through
innovation and sustainable operating
practices.

Ir Australiz Santos has 162,000 square
kilometies of petreleum exploration and
production acrezge, of which only a smail
percentage {182 square kilometres or 0.1%)
has had physical distucbance through
petrolenm activities.

Te reduce bhe impact from the instatlation

and operation of onshora pipelines, Santos
aligns pipelines and roads to fottow similar
corridors and avoid significant vegetation.

To promote revegetation, topsoilis remaved
and stockpiled during pipetine canstruction
anrd ther re-spread over the buried pipeline
ensuring the impact is only shortterm.

el e daes e Y
R giinde wanks

Dispusing of oilsludge is an envitonmental
chatienge for all oil companies,

Ii+ the past cil sludge, or the unusable
product remaining at the bottom of vessels
and tanks, was placed in sealed pits 1o

dry out and then disposed of as per
requlatory appraved processes,

Santos is striving to find a better way to deal
with this environmentalwaste and is working
to eventually eliminate open oil sludge pits
and further reduce its anvironmental footprint
in the Cooper Basin.

‘the Santos solution involves installing studge
processing tarks at operationat sites, The
sludge, once putintothe tanks, is further
processed Lo separate the water and free-
hydracarbans, leaving just the unusahle oil
sludge solids,

The solids are then stored in the new tanks
and eventually transported to Moomba for
further processing and ultimate disposal

While environmental factors drove the
initfative, an added boriys is reduced
costs becayse there is less waste material
to be transportad and there are additional
profits for the company by returning the
hydrocarbans te the system.

The new prograrm has been so successfulin
south-west Queensland it has reduced the
valume of studge being transparted by 0%
and eliminated the need for the sludge
disposal pond at Jackson.

Santos i3 now planning to install sludge
tanks at furthar eperational sites throughout
the Looper Basin.

Land Gae footpris 2007

W Gnshore plpelives 2,659
¥ Ronds €,2332

Nwells 2,492

¥ Borrow pits 1,556

B Evaparation ponds 1,117
N Procesdng plarts 859

O sludge recyeling
fl
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Renpent wilar masagement

Water is an important part of Santos’
operations and the responsible maragement,
of water rasources is a sigmificant
environmental fssue for the company.

Santos' management of water resourcas
includes:

= potabte water - required for domaestic
use in facilities and process planis; and

* produced water - commingted with
oif and gas and brought to the surface
by the wells,

Potable water is sourced under appropriate
environmentat cences from mains water
supplies, surface water or gronndwater bores.

Santos operates in many diverse operating
erviromments fom the remote Australisn
desart to Gippsland Victoria, Indonesia
and offshore. The source of water depends
to anextent on these Incations and

the avalilability of supply.

Where water quality is not sufficient.

for the plant and amenities it is treated

hy reverse osmosis to produce both potable
water for personnel use and deminerabisad
water for steam condensate and plant
processes,

Waste water is troated strictly inaccordance
with applicable requlations before disposal
ani) where practicable Santos tries w recytle
waste water.

Santos aims to reduce its water consumption,
reuse snd recycle water and look for ways to
safely return watar to natural water systems.
This not only benefits the environment but
also benefits local communities where

water ts reguired.

In addition to oil and gas, preduction wells
bring to the surface varying volumes of
water that has accumulated in the rock
strata commingled with the hydrscarhons.
The quality of this water varies from well
to well and is usually unfit for human
consumation as it may contain suspended
sulids, salts and hydrocarbony,

Al offshore locations this produced water
is separated from bydrocarbons primarily
by centrilugal equipment (separators)
and discharged in accordance with

strict enviranmental licence conditions.
At onshure locations bydrocarbons are
remeved from the produced water via
gravity separation in process vessels

and a series of ponds.

Santoas cperates in acrerdance with
Auvstralian environmentat requlatory
conditions, which stipulate a maximum
allowabl: hydrocarbon content of water in
evaparation ponds of 30 milligrams per [jire
or 10 milligrams per bitra in free-form areas.

Santos continues to review produced water
management. to identify beneficial uses
and alternative disposal upticns. In 2008
this will foous on:

* eviewing Santos piocedures for water
wanagement (Environment, Health and
Safety Management System):

«  jmproving metering, voluine messurement
and data management of water sources
{produced water, yround water, surface
water and mains) and disposal {produced
veater, (ey water and sewerage);

* managing water quality data;
= researching produced watar re-injection

prajects, including ce-injection for
enhancad hydrocarbon recavery;

%,
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» furthering biodiversity impact assessment  Pipeline spills accaunted for 96% of oil
of water soyrcing and disposal; and spills during 2007, with the remaining 4%
(19.75 m’) the result of 66 relatively minar
*  reviawing altesnative produced water incidents, typically from leaks from small
reuse; for example, stock watering, hoses, pumps and valves.
horticuiture, farestry or further
treatment for potable water, Uncomtained vil spills aie unacceptable to
Santes and the challenge ahead is to continue

WERL to develop and implemert programs to prevent
spills. With more than 5,600 kilometres of

Oil spill menagement and prevention pipeline networks this is a major challenge,

remaing a high pricsity for Santos,

Santos is concernvd about the impact to
the anvironment and community as a resuit
of these oil spills and will diligently pursue
programs to remediate spitl sites and
prevent further spills.

Diszgpointingly, Santas had fous significant
oit spills in 2007: the Alwyn #1 flowline

{14 m'), Maonie to Brishane oil pipeline
{Moomie East, 56 m®), Moonie to Brisbane
oil pipeline {Algaster, 400 m?), Jacksan
South oil flowlinie (24 m°) avd ane finor In 2007 Santas undertonk an oL spill
spill at Kaaraopa North #3 (2.2 w). pravention management review to analyse
the number and severity of uncontained
spills and assess Santos’ pipeline integrity
management programs.

CRINRENTRIIYGS

The management #nd clean-up of these
spills were undertaken immediately
and thoroughily to minimise the impact,
an the envivonment. and comminity,

The review endorsed the management

T . AT &1 Rt 3 AN wardl i
for example, the oil spillin the Brisbarie progiam & e mmem-!ed that an OF sprf} enuimas
, audit program be established to assass e
suburb of Algester was detected by Santos onfor s anainst procedures snd
autamatic monitoring system. When the :z“ k:fma':l c aga‘m: l.prur.e 3resjan d Lytton
. e e . » etfectiveness o :
leak site was identified, the section of @ effectivenass of the standards an 17l effect

. e e e FOGIAMS iR 2 in the field,
pipeline in the vicinity of the incident progiams in place in the fie

was further isolated to miinimise the spill,

2000
1500
Santos worked closely with emergency w0 - \ Moorthe Easty
sarvices and the Queensland Favironmental 800 § Algactar splix effect
]

Protection Authority to contain the il
and support the affected residents,

In the Tisst A8 hours after the spill,

the majortty of surface oit was recovered
and stormwater drains cleaned. Clean-up
activities were continuing at the time
this report was pubtished Lo ensure the
area is fully rehabilitated.

Communicating with and assisting the
affected residents is a priority. Santus
visited all hcuseholds in the immediate
vicinity of the spilt site and movided
support as required.

Santos appointed a dedicated comminity
iaison afticer, maintiing 3 website and
24-hour hotline, and provides reqular
wiitten communication to residents,

7
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B Plastic 129
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Total waste volure 35,421 m*

Waste to landfill 32,887 m

Waste recycled 2,534

wavtaaht delivers

Santos works to continuatly improve
ils waste management based on the
following hierarchy:

¢ avold - choose a procaess that
avoids the production of waste;

* reduce - revise processas to reduce
production of waste;

*  reuse - reusa waste shraams within process;

s recycle - use the waste streamina
different process or as an energy source;

* treatment - destruction, detoxification
o1 neutratisatdon: and

= disposal - last resort, responsible
disposal using appropriate methods.

Standards for waste manaement at
Santos sites are incorporated through

an environmental hazard standard within
the company’s Environment,, Health and
Safety Management System Tramewnik
and monitored threugh the ongoing
audit/review process.,

The large and varied nature of staft and
centractors at Santos’ many oparations
require education programs to ensure
waste management proceduras are adopted
by ail. Santos is working with its waste
managemant contractor to ensura an
increased focus in 2008,

Waste management performance is reviewed
regutarly through audits which aim to assass
progress agsinst defined minimum acceptable
standards for the treatment of waste from
nperations, domestic camnps and Facilities.

in 2007 there was an increased focus on
quantifying waste streams so that future
improvements can be identified and
accurately smeasured. This compaty-wide
program is an extension of the waste
monitoring database that was rolled

out it the Cooper Basin aver 2005

and 2006.

The datihase maasures incoming and
aitgaing {recycled) waste to assess the
amount of waste being diverted from landfill.
Despite increased nperaticnal activity

in the Cooper Basin, Santos will strive to
reduce waste Lo landfilkin 2008,

Santos works to address iegacy waste

areas as opportunities arise. For example,
during 20667 the industriat waste pit at Port,
Bonython was excavated and the contents
sent. to a managed industrial waste Facilily
in South Austratia. This was undertaken

to return the Port, Bonython site to a state
consistent with the surrounding coastat land.

In additicn ko traditional camp-based
waste management, during 2007 there
was 2 concerted focus on reducing

cil studge production at its source,

Process and production operations were
scrptindsed to identify projects Lo modity
equipment or change operating practices
to reduce sludge production. Efforts to
date have been successful, reducing waste
and generaking more product for sale (see
enhanced oil recovery projact on page 16).
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Santos’ vision is to hecome a leading
energy company in South Bast Asia.

Indonesia is Santos” most significant growth
area outside Australia and provides a solid
nperational base tor continued axpansion,

Santos continuad its exploration activity in
Indonesia, conducting 135 square kilometres
of seismic survey during 2007,

Over the past five years, Santos has acquired
a significant exploration portfolio in the
East Java and Kutei Basins, built a strong
domestic gas business based on the Matea
gas field and commenced oil production
from the Oyoeng feld.

All of Santos” activities in Indonesia are
governed by its Commumity Development. Plan.
The ptan aims to foster tha development of
community wellbeing and socist infrastiuctuie
in the areas in which Santos operates,

Santos drafted the plan after extensive
saciceconomin assessment and tocal,
consubtation and it formed the basisfora
Memorandum of Understanding between
Santos, the locat communities and
government agencies.

Santos will review the plan each year
with these stakeholders.

ngrowed qooess T hesith feilnias

In coordination with local Regency and Sub
District governments and community leaders

by setivivy 200F

Denmpunity dolapment Reuding
i Bupang and Madum, indonesia,

anid members, Santos pravided sssistance to
the Gitigenting Island community to develop
public health clinics and village roads.

Giligenting is a sub-district comprising eight

villages an two small islands, Giligenting and
Giliraja, which are reached via a 60-minute

RN eomeunky fadlities 47 | boat trip from the main istand of Madura.

N Heatth 31

N Eduartion 12 Each istand had cnly one public health tiinic
#5 Emdronment 10

with limited medical equipment. Roads are
typically in poor condition with most only
usahie ty motorbikes.

By the end of 2007, Santos and the
community had developed six pubtic health
clinics and three roads. Santos contributed
all materials requiied for the development:
of these facilities while village residents
wot ked together in the construction work,

foost 1o edusstion holps wudenis
Regencies of Madura Island are known to
be 3mong the poorest in the country, with
education one of the many aspects that
recuires ongoing Hnancial support, for
textbooks and infrastructure.

Santos warked with schools in the Camplong
sub-district of Sampang to determine what
books were required, then purchased more
than 1,000 text and titersture books for
nine junior high schools.

Tn the Giligenting sub-district of the Sumenep
Regency, Santos provided financial assistance
towards the construction of an Istamic high
school as well as scholarships for 10 high
school graduates to pursee higher educalion
at the Fishery Acadamy in Surabaya.
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Mangroves on the fringe of coastal land
provide & buffer against the elements,
protecting the roastline and land, while also
providing important habitat and breeding
ground for fish and other marine life.

Historically, mangroves have been cizarad
to feed cattle and to open up docking areas
for fishing boats.

Ons2 of the marny challenges in Indonesis
is balancing community Uivelihoods with
evirorinental conservation. Local
caommunities have begun to recogiise
the benefits of mangrove planting Lo
prodect their villages.

Santos conducted a survey with the

foeal government environmental agency
to determine priority areas for mangrove
revegetation.

In ceeperation with the Sumenep Regency's
Environmental Agency, Santos then held

a community informzton session to

discuss the planting plan and the benefits
of conserving the mangrove ecosystem.

Santos procured seads and worked with
village residents tu plant the seeds under
the technical guidance of Lthe agency.

Ire thee recky coastal area of Sampany,
Santos planted 43,000 seeds in eight
hectares of coast while atong the calmer
area of Sumenep, 25.000 seeds were
planted across five hectaies,
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Santos successfully completed a 400-kitometre
twao-dimensional. seismic arquisition program
in the Sampang block off the south coast of
Madura island during 2007.

The shatlow watar in this area, ranging from
five to 50 metres in depth, is heavily used
tar fishing with traps, nets and trawlers.

In preparing for the survay, Santos warked
extensively with governments and {ncal
communities to build awarenass of Santns’
operations and identify risks and challenges
for early rasclution,

Santos strived Lo demonstrate respect for
the {ncal eulture and preserve environmental
velues, This was achieved by developing
structured programs to manage community
expectations and ensure clear communication.

Befora the survay, Santos warked with
Jovernment agencies and local cormmunities
fncluding the navy, potice, Sampang
Regendas, fisherias department, tocal
government, local fishermen and media,

Compensation for disturbance was
agread between parties and regulated
by the integrated team led by the head
of Sampang Regencies.

After the survey, Santos completed its
mositering program and formatly thanked
the governments and local commurity
for their cooperation with the project.

Santos completad the survey without

any injury or safety incident and has been
recagrised for its efforts in seismic survey
preparation by the tocal community and
governments,

siy well medam

On 2% May 2006, an outftow of mud and water
occurred near the location of the exploration
well Banjar Panji-1, which is near the city

of Surabaya at Sidoarjo on the Indonesian
istand of Java, The cause of the incident is
not known. This inddent is of significast
concern to Santos.

Santos has an 18% non-operated intarest
in the Brantas production sharing contract.

During the year, Santos provided ferther
suppart Lo the operator, the Indonesian

company Lapindo Brantas Ine, and relevant
Government agencies in responding to

the mudflow and pravision of assistance

to affected communities,

While Santos cannot. lead this effort as it

is not the operator, the comparny continues
to encaurage the joint venture to make
decisions in the inteiests of sustainable
emironmental and community outcomes,
#s well 25 longer-term planning lo manage
issues arising from the incident. Testing
has indicated that the mud is not toxic.

The Government of Indonesia has taken a
pragressively greater role in managing the
issues arising from the evernt. In September
2006 the President of Indonesia appointed
a national task force to address regional
and eswironmental.issues induding sealing
off the well, disposing of the mud and
desling with the affected community.

The team’s mandate expired in April 2007
and the Government’s management of the

issues was then placed with a new team with

a ony-ter mandate. This team is called
tha Sidoarjo Mud Mitigation Agency.

Unfortunately, there are no simple
or quick sobstons fo this situation.

Addressing the issues assodated with the
incident is a very comptex task involving
multiplz technicat and logistical efforts and
liafson with the affected conumunity, local

and regional governmants, as well as national

government agencies and non-gowel nment
orjarisations, all with differing needs and
expectations.

Besidas contributing funding through tha
jeintventure, Santos has provided Lapindo
with contacts in companies who may be
able to assist with technical support and
personnel to augment their capadity to
manage the jssues, and seurces of supply
for items they require.

Santos has also contributed significantly
to the humanitasian velief effort arganised
by the operator.
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Five functions - Strategic Projects,
Commerdial, finance, Legal, and Corporate
and People - provide specific expertise

to support the exploration-to- production
Gite cycle.

They also provide the commerdal framework,

policies and systems to ensure Santos
achieves 3 high level of performance
across the sustainabitity domains,

This is zchieved by building the capacity for
Santos to manage the various sustainability
considerations at the coresponding purt
of the businass,

P T N & N
SUNVERNANTE

Cerperyie govarnanee

Top performing companies recognise the
benefits of being transparent about their
gaverrance systems to ensure employees
are fully aware of the way things ar> done
and how Lo act accordingly.

1n 2007, Sentos pulled together the various
management tools and processes into @
united management system calted How

Santos Works to formally document the
maragement systems in an integrated manner.

The system sets out how Lhe company’s
vision, values and strateqy relate to the
organisational structures and objectives
which it turn drive business activities.

How Santos Works also outlines the
management system objectives which

are used to govern the business including
setting policies, managing risk and ensuring
tha whole system functions properly.

How Santos Works has been created to ensure
Santos’ operational systems and decision-
waking processes are capable of achieving

its corporate strategy.

Santos’ focus on high quality corporate
governance has heen recognised in the
independant report prepared by lzading
sccounting and management finm, Horwath,
and the University of Newcastle. This highly
regarded report has awarded Santos the
maximum five-star rating for its corporate
governance each year since the repoit’s
inception in 2002.

Santos” Board works under a set of well-
eatablished corporate governance poticies
that refuforce the responsibilities of all
Divectors and meet the requiremants of the
Comporalicns Act 2001 and the Listing Rutes
of the Australian Securfties Exchange (ASX).

The Board reviews and updates Sartos’
carporate governance policies and relevant
practices and procedures for changes to the
law, the Listing Riles snd corporate practice
ezch year and es yequired,

The company’s policies continue to be updated
to ensure that they remain compliant with

the refevant legistation and in acgordance
with best practice.

An exter nal review of the composition
angd function of the Board is conducted
evary twa years and individual Director
reviews acoer annially,

The corporata governance section of Santos’
Annusl Report and website www, santus.com
contain further information relating to the
coinpany’'s corporate governance policies
and procedures.

Bezrd dubeammition mombar
Agalin Finanoe
S Gerlach Director seud Chairman , 4 e '
J CEllice-Flint Managing Directar v
K CBorda Independent non-executive Director v
K Afean Independent nan-executive Director I, 4
R A Franklin Independert non-executive Diractor v
R # Harding Independert. non-execstive Divector v v v '
J Stoan independant non-executive Director 7 4 ’,
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How Santos Works

Code of Conduct

Erviranment, Health and

Safery Management System

wWwiR condus

Anti-corruption

Company resources

Confidentiality

Cortlict of interest,

Finandal governance

Finarciat management and accounting

Gifts and benefits

Guidelines fur dealing in securities

Political aftitiation

Privacy

Recruitment and selection

Reporting misconduct

Risk management,

Shareholder communication and
market disclosure

AT O ared yairl

fnvironment

Greenhouse

Health and wellbeing

Hutnan rights

Safety

Warkpime and amplioyimeny

Conditions of employment.

Equal opportumty

Internet snd electronic communications

issue resotution

Leave

Performance management.

Remuneration and benefits

Training and development

Risk senngnreny

for Santos to achieve #s sustainability
abjectives, it needs to understand. assess
and effectively manage the risks that may
revent these abjectives from heing met.

Like many organisations, Santos is

exposed Lo a wide vaviety of risks and
manages them thraugh its Enterprise-Wide
Risk Framework, This framework is consistent
with the AS/NZ 4360 Risk Management
Standard and s reflected in the company’s
Risk: Management. Policy.

A structured process of identitying and
assessing risks is the cornerstone of Santey’
risk management practice, and this is
embedded into strategic, operational,
project and fenctonal processes and
deciston-making across the company.

Tt is also embedded into the Environment,
Health and Safety Manarement System.

This qualitative approach to understanding
risk supplements numerous other unique
and often quantitative processes including
modelling subsurface risk and uncertainty,
calcutating total cost of insurable risk, and
the risking of economic cash flow models.

Where considered necessary by management
or the Beard, risk treatment plans are
prepared. This is done either thuough the
strengthening of contrels to help pravent
their occurrence or through initiatives

that aim to reduce the consequence should
the risk occur. Action plans are developed
and monitored,

Santos has also introduced an assurance
framework that aims to understand and
enhance the means by which management.
and the Board obtain reasonable assurance
that risks are being managed and
management system objectives are

heing met.

The manitoring of action plans is just

one componert of this framework that

aiso includes the company’s internal audit
function, independent external audits and
various methads of management assurance,

Comptleting the risk management framework
is 2 comprahensive process of looking

back and learning from past successes

and failures. This activity is embedded in
numerous processes across the company,
inchuding preject management, dritiing,

bustnass devetopment and the Cnvironment,
Health and Safety Management System.

anspnTanty ang giidinoaire

Santos is committed 1o providing timely

and equal access to information about the
company. I has developed policies and
procedures to ensure Directors and employees
fulfit their obtigations in this regard. These
policies were reviewed and updated in 2007,

Informetion must nok be selectively
disclosed. Directors arv employees must
notify a designated Disclosure Officer as
soon as they become aware of information
that shauld be considered for ralaase to
the market.

When Santos makes an announcement to
the market, it is released to both exchanges
where it shares are listed: ASX and NASDAQ.
The Company Secietary is respoisible for
communications with the exchanges.

All material information disclosed to

the: exchanges is pested on the Santos
wobsite at www.santos.com, This includas
news announcements, Annual Reports,
Sustainability Reports, notices of meetings
and materials presented at investon briefings.

The Santos website provides an email alert
facility whete people can register to be
notitiad, free of charge, of Santos® ASX
announciments via amail, as weil a5 an
RSS feed which allows people ko view these
announcements using RSS reader software.

The qualily of Sentos’ transpaiency and
disclosure was recognised in 2007 with a Gold
Award at the 57th Australasian Reporting
Awards, This award recognises the quality of
information provided in Santos” 2066 Annual
Report and the level of disclosure about

the company's performance and outlook.

Froduct responst

Samos is Austrabia's largest domestic gas
peoducer, supplying sales gas to all maintand
Australizn states and territories, ethane

Lo Sydniey, and oil and Liquids to domestic
and internaticnal customers.

Critical ti these customer retationships

is ensuring reliabitity of supply, which
essentially means maintaining the quality
and quantity of product to meet sales
spacificabions.
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This includas the removal of impurities from  and Australian standards and reguiatory

the gas, such as water and carbon dioxide, vequirements.

thersby delivering a tow-carbon-intensive

product to the electricity generation sector.  Santos continues to review the effectiveness
of the system and has developed a suile of

ML T

STt o8 th
Loy o e

As Austratia‘s largest producer of natural performance requirements for the systematic
gas, Santos will play an iinportant role as manarement of process safety retated risk
the economy moves tawards a cleaner ranging from facility design to abandonment.

energy portiolio.
rifician suppiy dhain

The transportation and transfer of Santas’

hydrocarbon product is alse managed S.USf.aii'I?i)iiit)!l.S.flOt.jUS'l’. abaut doing the
under strict safety protocols. Santos is right thing within thef Santos business.
wolt regarded by #ts customers for the itis also a'bout ensuring that contractors
reliable supply of high quality product. and suppliers are doing the right thing.
Raoseeroh and dovelonmant To this end, Santos has an environment,

’ health and safety management standard
Santos spent S8.8 witlion on research and fur contractors and suppliers to ensure that
development activities during 2007, with they have in placs appropriate managemant,
major piojects investigating new technigues  systems to prevent haim to Santos’ and other
tar fracture stimulation, coslseam gas personnel, the public, the environmant and
production and exploiting possible and Santos” business interests,

contingent hydrocarbon resources,

This is backed by 3 rigorons pre-ualification

Santos’ research and development of tow pracess for all suppliars of equipment,
emission technolngy projects is discussed gaods and services. The pre-quaiification
further from page 37, assessment ensures Santos works with

appropriate suppliers and that goods and
WOEYRTGTY gqervices are procured in accordance with
Santos” policies. This further ensures that
Santos’ sustainability targets and athics are
aligned with those of the selected supplier.

Santos has 2 management system that
accommodaltes all aspects of its enviionment,
hzalth and safety requirements and is

Lhe foundation an \:vhich assessmerts A challenge for Santos, particutarly i a

are conducted and improvements made. rapidly axpanding business with significant
pressuce on resources, is tn ensyra that
policies and procedures are embedded
seamlessly to allow benetits to be delivered
without intervention at every step.

The Emvironment, Health and Safety

Management System applies Yo all. aspects

of Santes” business both within and autside

of Australia. Tt descithes the requirements for

effective environmental and safety practice Santos increased its focus on planning

and ts the basis on Wh"(;h the company activities during 2007 to improve efficiency

complies with ratevant international throughout the supply chain and reduce
the footprint of operations.

Servirenenany, Mool aned Sefory Mansgameat Srosen masgarsei standesd asaessmants
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%

S Austratian School of
Patrolacm 648

N South Aumstraliz 12.5

N Oueerdund 4.8

& vicorta w0

N Intorenls 5.7

& Northarn Tarritary 21
4 Vhestern Austrafia 1.6
N Pupum New Guines 0.5
i Unftad Stutes, 0.2

ey 30TV

For example, tha company conducted a
review of transportation costs tor goods
and services and identified opportunitias
for sourcing closer to operations to reduce
air or read transportation distances.

Furthes efficiencies were achieved by
replacing paper-based systems with:

* electronic ordering ({Procurement);

» inteqgrated order placements with
key suppliers, enabling orders to be
daspatched within hours of entry in
Santos systems (¢Xmlintegration): and

+ web-based cataloguing system
{Catatoguing Portat).

Santos afso found opportunities to improve
supply chain efficiency by implerenting & web-
based Feedback Portal that collates teedhack
from employees, with 251 opportunities for
improvement actioned in 2007.

The integration of maintenance planning
systems with pracurement systems and

the introduction of amalgamated schedulas
for work planming. as well as thiee-month
and two year forecasts has consalidated
work and reduced the movement of materials
(Maximo systems).

§ Indigenous 1.5

F Youth 0.7

H Santes Commerity
Fund 0.5

N Etucation 70.0 Sumimery of sodloesnomie Lantriburssn
§ Mbzndndtie 100
{ General ity 8.9
. v FHENT GO0 N00L 20nde gnan
;U AU EAE A Ll

Number of employses (full time aquivalent)

1,774 1,679 1521 1,526 1,700

Nutber of sharehglders

T1.498 83.566 78,157 78,976 84,327

Wages and salaries {$million)

253.0 2307 216.6 2140 1918

Materiats, goods and services {$million)

8414 754.2 B44.7. 4338 3054

Royalties and taxes (Smillion)

534.6 4275 209.3 165.6 118.7

Sponsurship {$million}

3.8 3.8 3.5 4.0 3.2

w ST S N
auimndaney of nnnnial amaTmanGe

¢ a7 '3E FNee
A ey 3 Denw

FGHT GG IBRE IR

92.10 89,35 73.83 G183

Santos average realised oil price (A$/bbi)

N

= e : S
FRImSeLD pardeamanag demaiion

Product sates revenue?

2,488.5 2,7%0.3 2,462.8 1,500.9 1,465.0

Net profit after incoms tax

440.6 043.4 7621 3547 3270

Financad posiion Semillang

Market. capitatisation

8,274 50907 7280 4,965 4,017

Total assels’

7,320,2 6,502.9 6,191.3 4,836.6 5,218.3

Total equity? {(shareholder funds)

3.310.5 3,355.5 2,964.0 2,357.8 3,087.5

Hagarvns pood praduosion imedosay

Praven plus Probable reserves (2P)

879 819 774 643 636

Production

a1 61,0 6.0 471 54.2

HExpiorstion

Wells dritled {number)

10 25 22 16 19

149.8 2085 187.0 1256 1364

Expenditure {$million)

Oithar 2

. s iy
TENDOMNIrS LM

Delineation and development

954.6 B65.6 666.1 ©72.7 519.0

Buildings, plant ar«d equipment

202.2 1820 106.0 1311 949
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Santos has formed relationships vath the
mafy cormmunities in which it has operations
and recogeises its responsibility to contribute
to the social fabric of those communities.

this is achieved in part through the
sponsorship and donatiens program

and in 2007 Santos contributed $5.8
million to 170 events and organisations

in Australia, Indenesia, Papua New Guinea
and the United States,

Through this priogram, Santos provides
support for community-based programs,
organisations and avents that are valued

by memhers of those communities, retlect
zach community's specific socioeconomic
and cultural circumstances, and which share
cormmon values and pricrities with Santos,

Irs this reqard, the following exarmples show
that. contribitions were mate in 2007 in
the cateqories of:

¢ education - for example, the Austratian
School of Petreleum at the University
of Adetaide;

»  ahvironment - for example, an extensive
tree-planting program at Newmerelta
Reserva, Vittoria;

» art and culture - for example, the
Adelside Symphony Qrchestra and
the Quasnsland Gallery of Modern Art's
Andy Warhot exhibition; and

+  youth - for example, the AFUs Ceptral
Australiz football team which develops
young indigenous people.

An important part of Santos” sponsorship
program is the Santes Community Fund,
vhich provides financiat and in-kind support
to organisations that benefit the community
in the areas of health, the envircnment

and building socisl capacity.

The fuvd brings together all the contributions
Santos makes to community-based
organisations and atso provides additionat
support to Santos employees who volunteer
their own time and resources to improve

the community.

Santos made contributions to 24
orqanisations through Lhis community fund
during 2007, including the Children's Merical

Research Centre, DeafBlind Association,
Juverile Biabetes Research Foundation and
Queensland Cancer Fund.

Santos’ Iongest-standing community support
program is in the Covper Basin which
straddies the South Ausiralia-Queensland
border. Santos participates it and suppoi ts
events such as the Cooper Lup Cricket
Chatlenge and the Outback Car Trek that
benefit the largely fandholder population.

The combined efforts of Santaos, its
employees and centractors, and the Coopar
Basin community raised $100,000 in 2007 for
the Roeyal Flying Doctor Service: an essantial
service for sutback communities.

The Yard Degs Association, 3 velunteer group
of Cooper Basin employees and contractors,
raised $70,000in 2007 for Camp Quality,

an orqarisation that supports young people
and their families living with cancer.

Sngagng with

During 2007, Santos documented its approach
to stakeholder relations in a draft. Community
Policy and an associgted set of management
standards to be incorporated into the
vompary’s Environment, Health and Safety
Management System,

The policy and standards are expected
to be formally intraduced in 2008 and
will guide future community invesbment
and stakeholder engagament activitias.

Santos consults with members of the
community in areas where its work programs
may atfert them. This helps identify Lhe
impact of Santos’ activitias on sodat
infrastructure; for example, the purchase

of local goods and services, and impacts

on road use or resident amenity,

In eastera Queensizand and Lhe Cooper Basin,
Santos’ landholder linison employees have
reqular interaction with the landowniersin
the vicinity of Santos’ exploration and
production activities.

In the Gippstand area of Victoria, Santos
pdrticipates in g stakeholder engagement
program relating to the Patricia-Baleen gas
plant. The centrepiece of this piogramis the
Community Advisory Committee which meets
vegularly Lo discuss relevant jssues.

Santos also has an extznsive stakeholder
wensultation program in Indonesia,
which is discussed on page 24,

Losation of amployess 2007
L3

M South Autratta 710

| Qursnstand 187

B Northern Terdtory 1.7
2 Westam Austratia 1.0

el

§§§§§§§§§ 8 Victarln 0.4
@ =L

Voeridoree compostion OGF

Hezd count
Employee Fubi-time 1,665
-------- Part-time 6%
Graduate program 65
Contractors 250
Externat service providars 1,639
3,684

Volurary employas ternover
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N Under 10 matx cid 3.8
| 30t Soysarscli 519
N OverSoyeassold 243

Stratagic leader 17 11.4
Functional leader 78 10.3
Team leader 210 25.9
Senior technical

_q_fpedalisl 108 13.3
Technical specialist 364 29.7
Tears member 1,009 85.3

s pactaesshipy

Santos recognises and acts upon its
responsibility to native title claimants and
understands the importance of identifying
and protecting cultural heritage.

Santos has had a leng and successful
relationship with indigenous stakeholders.
The company worked with 15 native title
groups dering 2007 and spent more than
$5.5 millicn as partof cultural heritage
and native title processes.

A focus for 2008 is ke lay the groundwork
for the negotiation of native titla and
cultural beritage agreemaents for Santos”
Gladstone LNG project. Santos has engaged
Lhree indigenous employees to help manage
project negotiations.

During 2607, Santos also began to develop
an Aboriginal Engagement Poliny. A proactive
approach to native title and cultural
heritage, the policy broadens the areas in
which $antos interacts with indigenous
Austratian communities.

This policy will provide the basis for
sustainable long-lerm relationships between
Santos and indigencus communities and witl
detiver commerciat efficiencies for Santos.

‘The policy will airs to establish programs

to provide long-term targeted support

and help bring consistency to Santos’
agreements, leading to mutually beneficial
outcomes for all paities,

CMaR PEGPLE
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Santos® approach to leadarship is cantral
1o develeping capability, fostering

an achievement-oriented culture and
strengthening employee commitment.

The company works to develop leadership
skills to meet fulure challenges such as
intlustry consalidation, strong competition
for skills in the marketplace, expectations
af recruits, new technology, increasing
governance and public reporting issues and
rapidly changing workplace demographics.

The Santos Board overseas the continuity

of executive leadership far the organisation
thraugh successien planning for key rotes.
Cnyuing development of leadership potential
at other levels of the organisation ensuras
long-term depth of teades ship capacity.

The Santos Capability Framework, which
sets oul an arganisation’s capabilities
and competencies, was further developed
during 2007,

The framework vall underpin althuman
rasouces initiatives from recruitinent Lo
employee development, enabling individuals
and their managers to focus development
discussions on the most important
capabilities and competencies.

The praiess of applying the Capability
Framework bagan in 2007 through exacutive
leadership assessments and Lailored
davelopment plans.

Further implementation of this approach
will pocyr in 2008, and leadership andd
management training programs will aiso be
delivered from the core learning curmiculua,

Szntos” graduate program is also 2n integral
part of the comparny’s capability development
strategy. The company has an active graduate
program in the industry, designed Lo attract
and retain the bast graduates by offering
them career path opportunities,

Each year, approximately 15 engineering
and geoscience vmiversity graduates are
selected fur the thieeyear program, They
are given training and career development
opportunities while working in a structured
joh rotation program.

Training far the fulues

Davelopment and training at Santos
addrosses specific skitls for individuals
and learning thatthe company considers
coie toits business,

In 2007, employees participated in more than
165,000 hours of training. The expenditure
on all terms of baining attendance totalled
$4.35 million, and $120,000 was spant to
support independent. tertiary study through
Santos’ study assistance program.

Competency-based raining was an important
trainiing focus in 2007 for field operations,
This training is externally eccredited under the
Australian Qualificatons Training Framework
and includes on-the-job compebency and skils
assessment for operators and supervisors,

During 2007, Santos issued 37 level I3 and
1V cortificales and engaged 12 apprentices.




sANTUS L1d

8/0372008 6:47:57 PM PAGE

38/047 Fax Server

Santas was also the redpient of the
Commonwealth Minister tor Vocational
and Further £ducation’s Runner-Up Award
for Excellence for Employers of Austrzbizn
Apprentices for the Adelaide Region.

During 2007, Santos continved the practice
of hsvirig the Managing Director and senior
{eadarship conduct face -to-face communication
sessions to inform employees a bout business
direction, strategy and performance.

Building an achievemznt-oriented

culture at Santes is animportant chjective.
The majority of employees participate

in the annnal performance review process.,
Half of the annual performance review
assesses for hehaviour thatis consistent
vith Santos’ values {see inside cover).

The parfortnance review provides valuable
Two-way communication between employess
ard their manager {o assess performance
against agresd objectives. It also provides a
forum to identify professivnat development
needs, career planning and future opportunities.

To improve the quatity of this exchange,

d niumber of programs were developed and
presenited to leaders during 2007 to develop
skills in coaching fur performance and giving
and receiving feedback. These programs
willcontinue ta be implemented in 2008,

Shaort-tarm variable remuneration is driven
by company and individual performance
while Iong-term variable remuneration,
applicable to the company's exacutive,

is inked to shareholder wealth creation.

Executive remuneration processes ant
initialives gie overseen by the Remuneration
Committes of the Board, which ensures
bioad company and shareholder interests
are represented.

Fv 4 o, Tey am PNy Fer
'.':."(3\.\'1!‘.;9_ MO COMNITEUMTL

Strong employee commitment correlates
vith business measures such as productivity
and retention, custamer satisfaction,

total shareholder return and sales growth.

Santos measures employee commitment
every two years, using the intervening year to
implement findings from these surveys. The
2006 survey conducted by an interpational,
research organisation showed that empioyee
comsmitment was positive and had improved,

Santes continuad to implement programs
during 2007 to improve employee
commitment. Change management was
identified via employee feedback as an

area for further improvement and during
2007 Santos developed tools and education
materials for the effective management

of thange.

Santns has recognised the incressing

impoi tance of fiexible work options in
maintaining a diverse, adagtable and highly
comitted workforce. Therefore a range

of additional work/life policies and toals
were developed in 2007.

The Queensiand Resources Coundil awaided
Santos the 2007 High Achievement Resources
Awaid for Womnen, Best Company Initiative.
The sward recognised Santos’ policies and
practices that have attracted and retained
women in the company’s coal. seam

qas business.

Mo hevret oilloes s
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Santus relocated {o a new Adelaide

head office during 2007 in 3 move that,
i5 a tangible expression of the company's
commitment to sustainability.

Designed with a long-term horizon,

the new Santos Centie provides a safe,
ervironmentally-responsible workplace
that helps emiployees work effectively
together. It also emhodies the cultural
change that has cccurred over racent years
with a design that refnforces Ssntos’ vatues.

Santos Centre met its objective of being a
satisfying and productive workplace because
it grew out of tha idsas and aspirations

of Santos’ people. A comprehensive
consulation process resufted in the final
design which reflects, in small and targe
ways, the input of hundreds of employees.
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The guiding principle for the design
and fit-out was to minfrdse Lhe impact
on the environment during:

» construction - Lhrough, for example,
the use of low volatile organic compound
materials and recycled materials; and

« ongeing operation - through energy
efficient design and recycling programs.

As & condition of its lease with the building’s
owners, Yantos prescribed that the base
buititing design had fo achieve at Least a five-
star Green Star rating by the Green Building
Council of Australia. This rating was achieved,
with the buillling achieving five-star Green
Star ratings for the ‘Office Design’ and

‘Office Design As Built’ rating criteria.

Santos is seeking a five-star Green Star
rating for the "Office Interions’ criteria
for tha fit-out of the building. The rating
is expected to be awarded in May 2008.

These ratings put Santos Centre's green
credentials shead of most commercial
buildings in Australia. The benefits of a
green huilding include better indoor air
quatity, reduced energy use and greenhinnse
gas emissions, raduced watar consumption
and improved operating costs.

The Greening the Cffice Commitien,
formed in 2001 by employee volunteers,
is stewarding the maintenance and, where
possible, improvement of Santos Centre's
enwvironmental performance.

The committee worked with Santos’ Facilities
Management team during 2007 to develop a
‘Greening Dashboard’ of statistics on Santos
Centre’s environmental performance. Energy
consumption, greenhouse gas emissions,
waste recycling and otherindicators are
communicated with employees tn encourage
environmentally-responsible be havicur.

s

Crepting ® haaivhy woriiore

Santos has an active program to inanage
tha haalth and wellbeing of personnel by
creating an environment where personnel
are aducated and motivated to improve
their health, wellbeing and fitness for work.

Santos recognises that being healthy, happy
and fitis goad for the individual and good
tor the company. So fn 2006 the company
undertook its first workforce health check,

inviting employaes and contractors to
valuntarily undergo a health assessment,

1he health checks identified a relativety high
percemage of personnelwith risk factors for
heart disease, diabetes and obesity such as
high blood gtucose, peor dietary habits and
high blood pressure. While the results were
cf concern, this finding reflects the health
fssues in the general community.

The Santos health and wellheing program
aims tareduce the incddence of the health
ssues and support people who are already
effectively managing their health.

The most important outcome of the
pragram is happier and healthisr employees
in the office and at home. An added bonus
is reduced absentesism and increased
productivity in the warkplace.

In 2007, the health and wellbeing program
focused on nutrition, health and weight Inss,
Semirians an healthy eating, losing weight,
exercise and understanding health factors
such as blood pressure, cholesterot and weight
were held in offices and the fHeld bcations,

This program is achieving some o ulstanding
results for employees and contractors
with pariicipation rates continually 1ising.

The use of drugs - both legal and iflegal - 2nd
alcohol, when used in the workplace, represents
anunacceptahle health and safety risk.

The cowmpariy has in place a comprehensive
drug and alcohal testing program supported
by a confidential 1ehabilitation awd
management pragram for penple who
bieath this policy.

To support this position, and help
employees and contracters understand
the consequences of drugs and alcohol,
Santos ran a company-wide awaréness
pragram during 2007 to encourage

hea lLhy Lifestyle practices,

Fatigue has alse been identified as a root
cause ol many serious warkplace accidents.
1t can result from leng shifts, reduced
breaks 2nd monotonous work, or lifestyle
and health factors such as late nights,
insomnia, sleep 2pnoea and disturbed sleep.

Santos established a joint ermployee/employer
viorking group to review the fatigue data

and to steward ongoing initiztives, such

as creating an information DVD that was
developed for employees.

Ve
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The DVD demanstratas the causes of fatigue
and provides useful information about how
to rzcognise and avoid it

Santns is also condorting an znalysis of
josters and work patterns to assess fatigue
teveis and Laiget future strategies.

Health and wallbeing isn't just about,
physical health. [t's also about mentall
health. Santos employees and their families
hava access to confidentiai counselling

via the Santos Employee Assistance Program.
Fsychological support is provided for 2 range
of issues including relaticnship dif ficuliies,
stress, and drug and aleshot problems,

Sefary dmproved

During 2007 Santos inproved safety
through the successtul implementation
of new standards on process safety
and achieving a reduction in the rate
of injuries.

Injury rate as measured by total recordable
case frequency rate {(TREFR) fell by 17% to
5.31n 2007 and was also better than Santos”
2007 target by 9%.

This performance Tmprovement in 2007 was
#n excellent achievement and a refleciion of
the hard work put in by many people.

Santos has an extensive work program in
2008 with & record number of projected
work-hours for employees and contractors.
This represents a very large amount of
development wark that will take place
through drilling, petroleum enginezering
and project. activity. At the seme time
Santos is challenging the organisation

to target its best ever TROFR performance
with a target of less than 4.8 for 2008,

Hand and finger injuries continue to be the
major injury type, eccounting for up to half

of allinjuries. To address this, Ssntos launched
&fi ewareness program in 2007 including a
hand hazard identification and glove selection
program which aims to reduce the number

of incidents and the severity of the injury.

The program was based on research into
how hand injuries eccur and consultation
with field-Dased employees,

Thera ware an unaccaptably high number
of safety incidents involving contractors in
2006. Consequently in 2007, Santos worked
with contractor companies to arrest this

concerning trend. As a result, contractor
safety performance fmproved by 25%.

Santus” field operations cover hundreds

of square kilometres and pose an ongaing
driver safety 1isk. A defensive driving
program, entitted Sate Drive, was launched

int 2007, Targeting ail emnployees and their
Families, the program showed people how to
drive defensively to prevent vehicle incidents,

Safe Drive was supported by the installation
of in-vehicle monitoring systems for all
vehicles to provide feadback to help

change and improve driving behaviour.

s‘ 10 e PR s =, A
nrasvrs racopnise BHS fop pe

tarh year the Santos Beard hotds the
Birectors” Environinent, Health and Safety
Awards ko recagnise innovation, improvement
and excellent performance by employees

and contractors, In 2007 the winners were:

*  Best Overall Emvironmental
Performarnce — awzrded to the Onshore
Australian {iritéing team for its success
in reducing dritling lease disturbance;

+  Best Overall Health and Safety
Performance — awarded to the Offshore
Drilling and Completions team for
achieving two years recordable injury-free;

+ Best Environmental Project or
Innovation - awarded fo the Preduction
Central Suuth-West Queensiand Leam
for its development of 4 sludge tank
to reduce sludge formation; and

* Best Heaith and Safety Project or
Innovation - awarded lo contractor
Easternwell Services for its dasign and
manufaciure of an automated hydraviic
pipe handler which climinates sigrificant
rnanual handling exposure.

Empopeay rcrawsed oot

et i health and welibeing progrars IWT

Number of employees in attendance
1400 &
Lzm H

%%@

W

oggggé
;)

Hesith Wemen'sand Bliggest

§\\§§m&

wpoe  men's heatth udnq par cump. mdﬁﬁtu mmm chm lndhn!ﬂl n.ﬂﬂin

\\& b.\\



Fax Server

41/047

28/03/72008 6:47:57 PM PAGE

SANTOUD Ltd

|

baneninilisay ayangnde P ENEN Y
£ Bastanabity Repoed 33

e
T

)

7

Wi
vy
-
Z %

L

77
o

Q
@
§
T
N

w\\m
%,
w

5

7




SANTOS Ltd

28/03/2008 8:47:57 PM PAGE

42/047 Fax Server

siabiiity Repors 200V

Climate change is an unpreredented global
issue reguiring significant resources to
meet the complex environmental, enargy,
scenomic and political challenges.

As 2 global stakeholder in the energy
business, Santos recognises that one
of tts most important envirenmental
responsibilities is to pursye skrategies
that address the issue of greenbouse
gas emissions.

Natural gas vill play 3 pivotal role in helping
Australia’s economy move Yo a cleaner energy
portfotio, Naturai gas has approxdmately

half the greenhotse intensity and only uses

a minute fraction of the water that coal- fired
electricity requires.,

- R .
\&'!i'f'..".::’!:.-‘, STTENNS
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Santos is actively pursuing an emission
intensity reduction target of 20% by 2008,
from 2GG2 levels,

Greenhause gas and energy efficiency hazard
standards under the Cnvironment, Health and
Safety Management System provide divection
to Santos oparations for the measuremaent
and manrgement of emissions and energy.
Santos continues to detiver energy efficiency
improvements with a number of projects
idzmtified in 2007. An example of this
includes Lhe Moomba Gas Recovery project
which will divert gas from flaring.

Santos also continues to participate in

the Yellowhank Gas Flare project where, in
partnership with Origin Energy, cradits were
veritied on the Greenhouse Friendly Register.

Santos is committed to reporting and disclosing
its climate change performance and meets
numerous reporting commitments including:

= aquarterly reports to the frvironment,

Health, Safety and Sustainability Savdey shers gresnhouss gy enislons
. . Miltion tennes (0r-e
Committee of the Board;
. . &4
* Santos’ website and Annual £3
and Sustainability Reports; 42 -
‘11 == RN = = = e D T LT T s pRe—
*  Commonwealth Challenge Plus program: Ag -
19 pe
» Carbon Disclosure Project; :‘:

= annual reporting of air emissions Lo ::

the National Polfution Inventory; and

= periodic review by external audit of N fwemin B Unfted States TN PG 1 Indonasia

Santos’ climsie change management,

. i . . Sanem groenhooss gae ndangdy
Santoes” performance in 2007 was recognised Greentiouse emizstona per untt of production

when it was named in the Goldman Sachs

JBWere ASX Climate Disctosure Leadership 0.65
Index. 0.60
Austrnlan Busines: & Jhrate Grown 055

Q.50
0.45
040

During 2607, 2 group comprising Santes and
eight other leading companies called for an

urgent strategy on low emission technology
1o help reduce greenhouse gas emissions. 0.35

The Australian Business & Climate Group
said that uigent development of a naticnal
low emission techrology strateqy is required
to complement an Ausiratian emissions
trading scheme,

The group recommended the devalopmant
of a national cimate change response to
address five main elemznts: global action,
emissions trading, complementary measures,
low emission technology strategy, and

an adaptation strategy.

In the repart. Stepping Up: Accelerating the
Deployment of Low Emission Technology

in Australia, the companies collaborated

to specifically review and recommend

bnd
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Proposes storage of Oy in the
Coopsr Susin

Underground C0» storage solution more
than 2.5 kilometres helow the surface.

tra

mechanisms needed to drive the development
of transformational technolngies critical
if future emissions targets are to be met.

The group identified six types of barriars
to the commerd aljsation of low emission
technology: community acceptance,
regulatory uncertainty, technology
demonstration funding, public/private
partnership framevorks, infrastructurs
development, and skills deficits.

The group says Australia cannot afford

a fragmented approach. Government and
busirness needs to work more closely to drive
essential technotogical change and make
the necessary investment.

The report and more information
about the group are at the webgite
www. businessandclimate.com.

Magemibn O

nEe

A Santos initiative has the potential to
establish Austratia as a leader in climate
change technotagy through the geological
sequestration of greenhause gases.

The first phase of this $700 milion-plos
project is designed to demonstrate the
technical and commercial feasibility

of securely storing €0s in depleted oil
and gas reservoirs in the Coaper Basin,

This component, would harness Santas’
existing basin knowledge and expertise
to sequester {0: emissions associated
with the Mooeba oil and gas processing
plantoperations,

Santos has devalnped considarabte
experience in underground gas storage
over the past 15 years. The company stores
sales gas in depleted reservoirs at Moomba
during off-peak production periods.

It.is anticipated that approximately one
srillion Lonnes per annurn of C0. - equivalent
to takinng 250,000 cars off the road per year -
would be seguestered during the first phase
which can commence as early as 2010,

Subjact to the success of the demonstiation
phase, the Moomba Carbon Storage

project woubd then be scaled up to serve

as a regional, multi-user carban storage hub
serving eastern Queensiaid and the Hunter
Yaltey region in New South Wales. Tt is
projected that storage volumnes could

excead 20 milion tonnes at €O, each yesr
for mare than 50 years.

Moomba's central Australian location,
proven geotogy and connection Lo existing
infrastructure makes it uniguely positioned
to become a major near-term carbon storage
sotution for eastern Australia, Its proximity
to renewable energy companies also provides
a potential ink that would help to incubate
sofar thermal or geotherral technotogies

in the Conper Basin.

The development of Moomba Cart:on Storage
would facifitate Austratia’s emergence as
awaild teades in carbon sequestration -
allowing Australia to continue to reap the
bunefits of its endovanent of fossit fuels
while reducing CO: emisstons,

Santon & fan greenhouss
Hus amig
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The following total greenhouse gas ("greenhouse’) emissions relsta to Santos’ Austratian
exploration and productien operations for the year ended 33 Decamber 2006:

Tatal. greenhouse gas emissions® = 4,671,810 tonnes of cachan dioxide equivalents®
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GRE and IMECAIAP! index

Sarics’ 4 sushainabity indicators, are based
=n the Gicbal Reportirg Initiative {GRI) 53
reporing guidelines ard the International
fetroleum Indushy Ervironrnental Conservation
Assocatinn (IPIECA) and Amenicarn Petroleum

institute (AR reporting guidance,

- Govetnance asd policy
= Health and wellbeing

- Weorkicice capab
- Werklorce camposition,

Cubbhre and comnitment
~ Workfores remuneratinn and bensfits

i-;"mms e

Below is an indew referercing Santos’ 24
sustainability indicators, the: international
guidelines and relevant pages of this report.
This report provides a succinet oveniew of
Santos' perforrrance against these indicators.

GREGY godelnes

Further detad on many of these indicators
is proviced in the Anraal Repart srd the
Santos website at
wwwsantos.corn/sustainability2007,
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The standard unit of measurament far
att production and sales. One barrel =
159 itres or 35 imperial. gaitons,

dlvars, ‘\a
Thr.- naturalvana bility of plants and armimals,
and the environments in which they tve.

o

Barrels of oil equivalent. The factor used
by Santos to convert velumes of different.
hydrocarbon production to barrels of

o equivaient,

shwe aen HHERH

Sam.os Ltd and its subsidiaries.

conbnsaie

A natural gas biquid that occurs in association
with natural gas and is mainly comgposed

of propane, butane, pentan= and heavier

hydrocarbon Fractions.

sy il
A general term for unrefined Bquid
petroteum or hydrocarbons,

Definitions of rulturaL heritage ar highly
varied. Coitural heritage can be considered to
include properly {things’ such as landscapes,
places, structures, artefacts and archives) or
a sucial, intellectval or spiritualinheritance.

Drilling, seismic or technical studies
undertaken bo identify and evaluate
regions or prospects with the potential
o contain hydrecarbons.

Scientific disciplines related
to the study of the earth.

Ihs— trappmg of heat by certain gases in the
carth’s atmosphere in the same way that the
alass in a greenhouse prevents heat from
ascaping and warms its internat environment.

A gas that contributes to the greenhousa
effact by absorbing infrared radiation,

faszad

A source of potential harm.

by

H_ roTRThon

Compounds containing onty the elements
trydrogen and carbon, which may exist
as solids, liquids or gases.

fiquids
A sales product in Liquid form;
for example, condensate and LPG.

ING

Liquefied natural gas. Naturat gas that has
been iguefied by refrigeration or pressure
in order to store or transport it. Generally,
LNG comprises mainty methane.

L

Liquefied petroleum gas. A mixture of light
hydiacarbons devived from pif-bearing strata
which is gaseous at normaltemparstures bit
which has heen liquefied hy refrigeration or
prassure to store or transport it. Generally,
LPG comprises mainly propane and butane.

inst

u 3T é"‘ LY Sht
A statisticsl measure of heatth and safoty
performance, A losttime injury is a
work-related injury or iliness that results

in a permanent disabibty or time tost of

one complete shift or day or mare any time
after the injury or illness. LITFR is calculsted
as the number of lost time injuries per
ritlion hours worked.

YIS
te (LITER)

war A Hsatio

A measurement m‘a companv s stock market
value at a given date. Market. capitalisation

is calculated as the number of shares on issue
muitiplied by the closing share price on that,
given date,

A statlstlcal measure of health and safety
perfarmance. A medicat treatment injury is

a work-related injury or illness, other than

a tost time injury, where the injury is serious
engugh to requile more than minor first aid
treatment. Santos classifies injuries that
result in modified duties s medical
treatment injuries.

MGG

Million barrels of oil equivatent,

A mixture of iquid hydrocarbons
of ditferent, mofecular weights,

oy

Petajoules, Joules are the melric
measuremant urit for enargy.
A petajoule is equal to 1 joule x 1085,

5 t W
Naturat gas that has been processad by

gas plant facilities and meets the required
specifications under 3as sales aqreements.

Sandas
Santos {.td and its subsidiaries.

T §ij:‘,‘&’_'}-'

Daty used to gain an understanding of
rock formations beneath the earth’s
surface using reflected sound waves,

e
A QU

Tu p 25%.

Lo s ig @ e rpanendy rale N

A statistical measure of health and
satety performance. Total recordabile
case frequency rate is calculated as

the tokal number of recordable cases
{medicel treatment injuries and lost ime
injuries) per milion hours wor ked,

Camvansion

crado ol
Lrag on

1 haryel ~ 1 boe

iy aas

1 petajoule = 171,937 boe

--n.,f-\\\u'
Halssnapnis

1 ha:rvL 0.035 baoe

.
LA

1 tonne = 8.458 boe

For a comprehensiva antine conversion
caleulator Loat, visit the Santos website,
www.santos.com.
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